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In an effort to be as cost efficient as possible, this year we have omitted the photographs and slick design of
our traditional annual report.

Dear Shareholders:

Province Healthcare posted record net earnings for 2002, achieving a 9.7% gain over the previous year.
However, management was disappointed that the Company failed to meet its expectations of a more robust year.
During the fourth quarter, anticipated volumes from the same-store hospitals fell short of forecasts which, of course,
impacted net earnings.

We moved swiftly to rectify this situation and are confident that the Company is on course to report
revenues and earnings per share growth in 2003 consistent with expectations.

In late October, Christopher T. Hannon was named Senior Vice President and Chief Financial Officer of
Province. He previously served as Vice President, Treasurer of Province and as interim CFO in 2001. Therefore, the
transition to his new role was seamless. During his tenure with Province, Mr. Hannon has been central to the
Company’s successful public offerings and banking relationships.

On April 30, 2002, we distributed a 3-for-2 stock split of our Common Stock to shareholders of record on
April 20, 2002, the second such split in two years. On June 5, 2002, our Common Stock began trading on the New
York Stock Exchange under the symbol “PRV.” We consider the NYSE listing an important milestone for
Province, as it is indicative of the successful growth of our Company and our confidence in the future performance
of the Company.

Last year, cash flow from operations was the strongest in the history of our Company. We more than
doubled our 2001 operational cash flow to $92.0 million in 2002. This strong cash generation resulted from the
emphasis placed on this part of our business by everyone in operations, both at the corporate office and in the
hospitals. We expect the strong cash flow to continue in 2003 and beyond.

We acquired two outstanding hospitals during 2002, Los Alamos Medical Center in Los Alamos, New
Mexico and Memorial Hospital of Martinsville and Henry County in Martinsville, Virginia. These acquisitions
increased the scope of our operations by 284 licensed beds, a 14.2% increase in capacity in 2002.

Of our 20 hospitals, we have owned six hospitals for one year or less and an additional eight hospitals for
approximately three years. Because it often takes two to three years for our hospitals to reflect the impact of the
recruited physicians and additional services attendant with these physicians, we have a total of 14 hospitals that only
have 40% - 45% market share. Over time our objective is to capture 80% - 85% market share, indicating
substantial, additional opportunity as we expand services and thus, increase revenues.

Our commitment to the communities we serve continues. In 2002, Province hospitals ranked numbers one,
two and three in the Press Ganey nationwide survey for employee satisfaction. Additionally, we invested
approximately $46.4 million last year to add new services and to maintain facilities and existing services.

We marveled at the 7,968 babies born in our hospitals last year and ireated with compassion the 293,189
patients who came to our Emergency Rooms. In 2002, our hospitals provided care to 18,507 admitted patients, a
13% increase over the number treated in 2001, We recruited 82 physicians to our communities last year,
introducing medical specialties that had been unavailable previously in the communities our hospitals serve. In
attracting these doctors, we are able to offer new and expanded healthcare services in our markets. These additional
services, in turn, form the basis for subsequent higher revenues.

For the first time in our Company’s history, we experienced an unusual loss of key physicians in our
communities, all leaving for reasons unrelated to hospital operations. These departures impacted same-store
admissions and revenues. While we recruited a record number of new physicians in 2002, 72% of these physicians
only started their practices in the third and fourth quarters of the year. Therefore, the new practices were unable to
generate sufficient volume to replace the lost revenues generated by the departing physicians. As the new physician




practices move along the timeline toward full, mature practices, lost revenues will be replaced, aligning us with our
2003 expectations.

Also, in the fourth quarter we replaced the management team of one of our three hospital regions. While
clearly these individuals had no responsibility for the unusual number of departing physicians, we felt that a more
proactive approach to physician recruiting and retention could be taken. We have a new Vice President of Medical
Staff Development to oversee all aspects of physician recruiting and retention and to work with our hospital Chief
Executive Officers in recognizing and addressing any physician issues. Additionally, the Company has instituted an
early alert system in every hospital to address physician concerns and to identify physicians that we are at risk of
losing. Lastly, a physician advisory council is being re-established and will function once again as a direct conduit
between physicians at our hospitals and our management.

Qur goal has never been to be the biggest, but to be the best at providing healthcare to non-urban
communities. Our commitment to this goal is stronger than ever. We are committed to continuing to make
significant investments in our hospitals. In fact, we plan to spend approximately $55 - $60 million in 2003 in capital
expenditures. We are adding many new services at our hospitals, including three cardiac catherization labs, four
new surgical rooms, three MRI’s, two nuclear medicine machines and three CAT scanners. We continue to see
attractive acquisition opportunities, but will remain selective in our decisions, making an acquisition only if a
particularly attractive hospital is available. We have the financial resources to pursue those hospitals we want.

As we look to 2003, we have the following expectations:
e Accelerate same-store revenue growth to the 3% - 6% range.
o  Grow admissions in our same-store hospitals by 1% - 3%.

o  Generate operational cash flow of approximately $90 - $100 million.

We will continue to focus on operational excellence and improving our operating margins, and we expect
this emphasis to result in sustained earnings growth for our shareholders. We look forward to 2003 with enthusiasm
and confidence.

Sincerely,

Nore 2

Martin S. Rash
Chairman and Chief Executive Officer
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FORWARD-LOOKING STATEMENTS

Qur disclosure and analysis in this report contain some forward-locking statements. Forward-looking
statements give our current expectations or forecasts of future events. You can identify these statements by the fact
that they do not relate strictly to historical or current facts. Such statements may include words such as “anticipate,”
“estimate,” “expect,” “project,” “intend,” “plan,” “believe” and other words and terms of similar meaning in
connection with any discussion of future operating or financial performance. Any cr all of our forward-looking
statements in this report may turn out to be wrong. They can be affected by inaccurate assumptions we might make
or by known or unknown risks and uncertainties. Many factors mentioned in our discussion in this report will be
important in determining future results. Consequently, no forward-looking statement can be guaranteed. Actual
future results may vary materially. Factors that may cause our plans, expectations, future financial condition and

results to change include, but are not limited to:
o the highly competitive nature of the healthcare business;
o the efforts of insurers, healthcare providers and others to contain healthcare costs;
o the financial condition of managed care organizations that pay us for healthcare services;

o possible changes in the levels and terms of reimbursement for our charges by government programs,
including Medicare and Medicaid or other third-party payors;

o  changes in or failure to comply with federal, state or local laws and regulations affecting the healthcare
industry;

o the possible enactment of federal or state healthcare reform;

o the departure of key members of cur management;

o claims and legal actions relating to professional liability;

e our ability to implement successfully our acquisition and development strategy;
o  our ability to recruit and retain qualified personnel and physicians;

o potential federal or state investigations;

o fluctuations in the market value of our common stock or notes;

e changes in accounting principles generally accepted in the United States or in our critical accounting
policies;

e changes in demographic, general economic and business conditions, both nationally and in the regions
in which we operate;

o changes in the availability, cost and terms of insurance coverage for our hospitals and physicians who
practice at our hospitals; and

e  other risks described in this report.

Except as required by law, we undertake nc obligation to publicly update any forward-looking statements,
whether as a result of new information, future events or otherwise. You are advised, however, to consult any
additional disclosures we make in our Form 10-K, 10-Q and 8-K reports to the Securities and Exchange
Commission, as well as the discussion of risks and uncertainties under the caption “Principal Risk Factors That May
Affect Qur Business and Results of Operations” contained elsewhere in this report. These are factors that we think
could cause our actual results to differ materially from expected results. Other factors besides those listed here also
could affect us adversely. You are cautioned not to place undue reliance on such forward-looking statements when
evaluating the information presented in this report. This discussion is provided as permitted by the Private
Securities Litigation Reform Act of 1995.
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ITEM 1. BUSINESS

Overview

We own and operate acute care hospitals located in non-urban markets. We currently own or lease 20
general acute care hospitals in 13 states with a total of 2,284 licensed beds. Our objective is to be the primary
provider of quality healthcare services in the selected non-urban markets that we serve. We target hospitals for
acquisition that are the sole or a primary provider of healthcare in the non-urban communities that they serve. After
acquiring a hospital, we implement a number of strategies designed to improve financial performance. These
strategies include improving hospital operations, expanding the breadth of services and recruiting and retaining
physicians to increase market share.

What We Do

Our general acute care hospitals typically provide a full range of services commonly available in acute care
bospitals, such as internal medicine, general surgery, cardiology, oncology, orthopedics, obstetrics, rehabilitation,
subacute care, as well as diagnostic and emergency services. Our hospitals also generally provide outpatient and
ancillary healthcare services such as outpatient surgery, laboratory, radiology, respiratory therapy, home healthcare
and physical therapy. In addition, certain of our general acute care hospitals have a limited number of licensed
psychiatric beds. We provide capital resources and make available a variety of management services to our owned
and leased hospitals. In addition, we provide management services to 36 primarily non-urban hospitals that we do
not own or lease in 14 states with a total of 2,896 licensed beds. For the year ended December 31, 2002, our owned
and leased hospitals accounted for 97.9% of our net operating revenue.

The Non-Urban Healthcare Market

According to 2000 U.S. Census Bureau statistics, over one-third of the people in the United States live in
counties with a population of less than 150,000. In these non-urban areas, hospitals are typically the primary
resource for healthcare services, and in many cases the local hospital is the only provider of acute hospital services.
According to the Centers for Medicare and Medicaid Services, as of October 1, 2002, there were approximately
2,200 non-urban hospitals in the country. Of those, approximately 1,100 hospitals meet our acquisition criteria
described below.

We believe that non-urban areas are attractive markets in which to operate hospitals. Because non-urban
service areas have smaller populations, only one or two hospitals generally are located in each market. We believe
the size and demographic characteristics of non-urban markets and the relative strength of the local hospital also
make non-urban markets less attractive to health maintenance organizations, other forms of managed care, and
alternate site providers, such as full service outpatient surgery centers, rehabilitation or diagnostic imaging
providers.

We believe that a significant opportunity for consolidation exists in the non-urban healthcare market.
Despite the attractive characteristics of these markets for healthcare service providers, many not-for-profit and
governmental operators of non-urban hospitals are under increasing pressure due to capital constraints, limited
management resources and the challenges of managing in a complex healthcare regulatory environment. This
combination of factors often causes these operators to limit the range of services offered through their non-urban
hospitals. As a result, patients, by choice or physician direction, may obtain care outside of the community. This
out-migration often leads to deteriorating operating performance at the hospital, further limiting its ability to address
the issues that initially led to these pressures. As a result of these pressures, not-for-profit and governmental
hospitals increasingly are selling or leasing these hospitals to companies, like us, that have greater financial and
management resources, coupled with proven operating strategies, to help serve the community better.




Business Strategy
The key elements of our business strategy are to:

Acquire Hospitals in Attractive Non-Urban Markets. We seek to acquire hospitals that are the sole or a
primary provider of healthcare services in their markets and that present the opportunity to increase profitability and
local market share. We believe that approximately 1,100 non-urban hospitals in the United States meet our
acquisition criteria; however, we remain selective in our acquisition decisions.

Improve Hospital Operations. Following the acquisition of a hospital, we augment local management with
appropriate operational and financial managers and install our standardized information system. Using
demonstrated best practices, the local management team implements expense controls, manages staffing levels
according to patient volumes, reduces supply costs by requiring strict compliance with our supply arrangements and
often renegotiates vendor contracts. By implementing this strategy, we seek to improve operating performance at
each of the hospitals we acquire.

Expand Breadth of Services to Increase Market Share and Reduce Patient Out-migration. We seek to
provide additional healthcare services and programs in response to community needs. These services may include
specialty inpatient, outpatient and rehabilitation services. We alsc may make capital investments in technology and
physical plant to improve both the quality of healthcare and the reputation of the hospital in the community. By
providing a broader range of services in a more attractive setting, we encourage residents in our markets to seek care
in our hospitals, thereby reducing patient out-migration and increasing hospital revenues.

Recruit and Retain Physicians. We believe that recruiting physicians into local communities and retaining
their services at our hospitals are key to increasing the quality of healthcare and breadth of available services. We
work with the local hospital board, management and medical staff to determine the number and type of additional
physicians needed in the community. Our Vice President of Medical Staff Development and his staff then assists
the local management team and local hospital boards in identifying and recruiting specific physicians to the
community to meet those needs. We recruited 82, 57 and 58 new physicians during 2002, 2001 and 2000,
respectively. Approximately 42% of the physicians recruited during the last three years have been primary care
physicians and approximately 58% have been specialty-care physicians. In addition, we have already recruited 42
new physicians to join our hospital staffs in 2003 and 2004, We believe that expansicn of services in our hospitals
should assist in future physician recruiting efforts.

Acquisition Program

We proactively identify acquisition targets and respond to requests for proposals from entities that are
seeking to sell or lease hospitals. We identify attractive markets and hospitals and initiate meetings with hospital
systems to discuss acquiring non-urban hospitals or operating them through a joint venture.

We believe that it generally takes six to 12 months from a hospital owner’s decision to accept an offer until
the consummation of a sale or lease of a hospital. After a potential acquisition has been identified, we undertake a
systematic approach to evaluate and close the transaction. We begin the acquisition process with a thorough due
diligence review of the target hospital and its community. We use our dedicated teams of experienced personnel to
conduct a formalized review of all aspects of the target’s operations, including Medicare reimbursement, purchasing,
fraud and abuse compliance, litigation, capital requirements and employment and environmental issues. During the
course of our due diligence review, we prepare an operating plan for the target hospital, identify opportunities for
operating efficiencies and physician recruiting needs, and assess productivity and management information systems.
Throughout the process, we work closely with community leaders in order to enhance both the community’s
understanding of our philosophy znd abilities and our knowledge of the needs of the community.

From time to time, we enter into letters of intent with acquisition targets in connection with our evaluation
of a potential acquisition. Such letters of intent generally are executed prior to the commencement of due diligence
undertaken during the evaluation process. In addition to due diligence, proposed transactions to acquire hospitals for
which we have signed a letter of intent are subject to numerous conditions and contingencies, including internal




approvals of both our company and the target companies, receipt of regulatory approvals, receipt of attorney general
approval, resolution of legal and equitable matters relating to continuation of labor agreements, review of supply and
service agreements, receipt of satisfactory surveys, title insurance commitments and environmental and engineering
surveys, and preparation and negotiation of documentation. In addition, our letters of intent generally provide that
they may be terminated by either party without cause. Accordingly, we cannot assure you that any such proposed
transaction for which we have signed a letter of intent will occur, or if it occurs, we cannot predict the values or
condition of the assets that may be acquired, the purchase price of such assets or the terms of their acquisition.

The acquisition of non-urban hospitals is competitive, and we believe that the acquiror will be selected for
a variety of reasons, not exclusively on the basis of price. We believe that we are well-positioned to compete for
acquisitions for several reasons. First, our management team has extensive experience in acquiring and operating
previously under-performing non-urban hospitals. Second, we benefit from access to capital, strong financial and
operating systems, a national purchasing organization and training programs focused on employee and patient
satisfaction. Third, we believe our strategy of increasing access to, and quality of, healthcare in the communities
served by our hospitals aligns our interests with those of the communities. Finally, we believe that the alignment of
interests with the community, our reputation for providing market-specific, quality healthcare, and our focus on
physician recruiting and retention enables us to compete successfully for acquisitions.

Heospital Operations

Following the acquisition of a hospital, we implement our systematic policies and procedures to improve
the hospital’s operating and financial performance. We implement an operating plan designed to reduce costs by
improving operating efficiency and increasing revenue through the expansion of the breadth of services offered by
the hospitals and the recruitment of physicians to the community. We believe that the long-term growth potential of
a hospital 1s dependent on that hospital’s ability to add appropriate healthcare services and effectively recruit and
retain physicians.

Each hospital management team is comprised of a chief executive officer, chief financial officer and chief
nursing officer. We believe that the quality of the local management team at each hospital is critical to the hospital’s
success because the management team is responsible for implementing the elements of our operating plan. The
operating plan is developed by the local management team in conjunction with our senior management team and sets
forth revenue enhancement strategies and specific expense benchmarks. We have implemented a performance-based
compensation program for each local management team based upon the achievement of the goals set forth in the
operating plan. '

The local management team is responsible for the day-to-day operations of the hospitals. Our corporate
staff provides support services to each hospital, including physician recruiting, corporate compliance,
reimbursement advice, standardized information systems, human resources, accounting, cash management and other
finance activities, as well as tax and insurance support. Financial controls are maintained through utilization of
standardized policies and procedures. We promote communication among our hospitals so that local expertise and
improvements can be shared throughout our network.

To achieve the operating efficiencies set forth in the operating plan, we do the following:
o evaluate existing hospital management;

o adjust staffing levels according to patient volumes using best demonstrated practices by
department;

e install a standardized management information system;

o  capitalize on purchasing efficiencies and renegotiate certain vendor contracts; and

e  improve billing and collection policies and procedures.

We also enforce strict protocols for compliance with cur supply contracts. All of our owned or leased

hospitals currently purchase supplies and certain equipment pursuant to an arrangement we have with an affiliate of
HCA Inc. We also evaluate the vendor contracts, and based on cost comparisons, we may renegotiate or terminate




such contracts. We prepare for the transition of management information systems to our standardized system prior to
the completion of an acquisition, in order that the newly-acquired hospital may begin using our management
information systems following completion of the acquisition.

Expansien of Services

As part of our efforts to improve access to quality healthcare in the communities we serve, we add services
at our hospitals on an as-needed basis. Added services and care programs may include specialty inpatient services,
such as cardiology, rehabilitation and subacute care, and outpatient services such as same-day surgery. We believe
the establishment of quality emergency room departments and obstetrics and gynecological services are particularly
important because they are often the most visible and needed services in the community. We also make capital
investments in technology and facilities to increase the quality and breadth of services available in the communities.
By increasing the services provided at cur hospitals and upgrading the technology used in providing such services,
we believe that we improve each hospital’s quality of care and reputation in the community, which in turn may
increase patient admissions and revenue.

Physician Recruitment

We work with local hospital boards, management and medical staff to determine the number and type of
additional physicians needed in the community, Our corporate staff then assists the local management team in
identifying and recruiting specific physicians to the community to meet those needs. The majority of physicians who
relocate their practices to the communities served by our hospitals are identified by our Vice President of Medical
Staff Development and his physician recruiting staff, with assistance from independent recruiting firms at times.
When recruiting a physician to a community, we generaily guarantee the physician a minimum level of cash
collections during a limited initial period and assist the physician with his or her transition to the community. We
require the physician to repay some or all of the amounts expended for such assistance in the event the physician
leaves the community prior to the end of the contract period. We prefer not to employ physicians; therefore,
recruited physicians generally do not become our employees.

Physician Retention

We have implemented a number of procedures to help retain physicians at our hospitals. We have a new
Vice President of Medical Staff Development to oversee all aspects of physician recruiting and retention and to
wark with our hospital Chief Executive Officers in recognizing and addressing physician issues. Additionally, our
company has instituted an “early alert system” in every hospital to address physician concerns and to identify
physicians that are at risk of leaving. We are also re-establishing a physician advisory council, which will serve as a
direct conduit between physicians at our hospitals and our management.

Owned and Leased Hospitals

We currently own or lease 20 general acute care hospitals in 13 states, with a total of 2,284 licensed beds.
Cf our 20 hospitals, 19 are the only providers of acute hospital services in their communities. The owned or leased
hospitals represented 97.9% of our net operating revenue for the year ended December 31, 2002, compared to 97.0%
for the year ended December 31, 2001, and 96.0% for the year ended December 31, 2000.

Our hospitals offer a wide range of inpatient medical services such as operating/recovery rooms, intensive
care units, diagnostic services and emergency room services, as well as outpatient services such as same-day
surgery, radiology, laboratory, pharmacy and physical therapy. Our hospitals frequently provide specialty services
that include rehabilitation and home healthcare. Our hospitals currently do not provide highly specialized surgical
services such as organ transplants and open heart surgery and are not engaged in extensive medical research or
educational programs.




The following table sets forth certain information with respect to each of our owned or leased hospitals as

of March 1, 2003.

Licensed Owned/ Date

Hospitat Beds Leased Acquired

Ashland Regional Medical Center.........cooveeveevvninienvnsvenceneennne 126(1) Owned Aug. 2001
Ashland, Pennsylvania

Bolivar Medical Center ...........cccovevvevrmrennrenvinesinensicsernnerenens 165(2) Leased Apr. 2000
Cleveland, Mississippi

Colorado Plains Medical Center...........ccocvierrrcnescerireninrierennas 50 Leased(3) Dec. 1996
Fort Morgan, Colorado

Colorado River Medical Center.........c.cvvurvevirenercrninereeseneensenns 49 Leased(4) Aug. 1997
Needles, California

Doctors’ Hospital of Opelousas........cccverevirnrernccinnnnnsrencasnnanenes 165 Owned Jun. 1999
Opelousas, Louisiana

Ennis Regional Medical Center..........ccovevcrenvennieeiniiecrecanneenns 45 Leased(5) Feb. 2000
Ennis, Texas

Eunice Community Medical Center ..........coecvurrcernvernaiorinenns 91 Leased(6) Feb. 1999
Eunice, Louisiana

Glades General Hospital.........ccoievniiivnniinnnninenecns 73 Owned Apr. 1999
Belle Glade, Florida

Havasu Regional Medical Center .........c.ccoevevnnernicnereneenrens 138 Owned May 1998
Lake Havasu City, Arizona

Los Alamos Medical CENMIEL .....cccvvvevivvinnivienisieniee i veeracrenens 47 Owned Jun. 2002
Los Alamos, New Mexico

Medical Center of Southern Indiana..........ccvcenvnncvnnccnnns 96 Owned Oct. 2001
Charlestown, Indiana

Memorial Hospital of Martinsville and Henry County.............. 237 Owned May 2002
Martinsville, Virginia

Minden Medical Center.......cvvivreirinuerierereerenern e 159 Owned Qct. 1999
Minden, Louisiana

Northeastern Nevada Regional Hospital (7).....cocoevvcricvnnnnne, 75 Owned Jun. 1998
Elko, Nevada : '

Palestine Regional Medical Center..........ooovevivinnienivnviornnnisens 249 Owned(8) July 1996
Palestine, Texas

Palo Verde Hospital .......cocovimreinieeciininee e 51 Leased(9) Dec. 1996
Blythe, California

Parkview Regional Hospital .....ocoreccieviniinncneicnns 59 Leased(10)  Dec. 1996
Mexia, Texas

Starke Memorial Hospital..........cccoviviinicnniiinn, 53 Leased(11)  Oct. 1996
Knox, Indiana

Teche Regional Medical Center ... 142 Leased(12) Dec. 2001
Morgan City, Louisiana

Vaughan Regional Medical Center (13) .....c.oceovvieirevericrennniene 214 Owned Oct. 2001
Selma, Alabama

Total licensed beds 2,284

(1)
)]
(3)
4

()

Includes 40 dually licensed skilled nursing and long-term care beds.

Includes 24 skilled nursing beds but excludes 35 long-term care beds. The lease expires in April 2040.
The lease expires in April 2014, and is subject to a five-year renewal term. We have a right of first refusal
to purchase the hospital.

The lease expires in July 2012, and is subject to three five-year renewal terms. We have a right of first
refusal to purchase the hospital.

The lease expires in February 2030, and is subject to three 10-year renewal terms at our option.




(6) The lease expires in June 2008, and is subject to a five-year renewal option.

) This 75-bed, 125,000 square foot hospital replaced the 50-bed Elko General Hospital in September 2001,

(8) The hospital is owned by a partnership in which a subsidiary of ours is the scle general pariner, with a 1.0%
general partnership interest, and another subsidiary of ours has a limited partnership interest of 96.35%,
subject to an option by the other non-affiliated limited partner (which currently owns a 2.65% interest) to
acquire up to 10% of the total limited partnership interests.

&) The lease expires in December 2012. We have the option to purchase the hospital at any time prior to
termination of the lease, subject to regulatory approval.

(10) The lease expires in January 2011, and is subject to two five-year renewal terms. We have a right of first
refusal to purchase the hospital.

1) The lease expires in September 2016, and is subject to two ten-year renewal options. We have a right of
first refusal to purchase the hospital.

(12) The lease expires in December 2041,

(13) We acquired Selma Regional Medical Center, formerly known as Selma Baptist Medical Center, located in
Selma, Alabama, in July 2001. In October 2001, we acquired Vaughan Regional Medical Center, which is
also located in Selma, Alabarma, approximately four miles from Selma Baptist. In April 2002, we
consolidated the operations of Selma Regional Medical Center with Vaughan Regional Medical Center,
and formed one regicnal hospital with two campuses. Upon completion of the consclidation, we changed
the name of Selma Regional Medical Center to Vaughan Regional Medical Center - Parkway Campus, and
we changed the name of Vaughan Regional Medical Center to Vaughan Regional Medical Center — Dallas
Avenue Campus.

Ashland Regional Medical Center is a general acute care facility with 126 beds located in Ashland,
Pennsylvania, approximately 110 miles northwest of Philadelphia, Pennsylvania. Ashland, Pennsylvania has a
service area population of approximately 65,000. The nearest competitor of Ashland Regional Medical Center is
Regional Medical Center in Pottsville, Pennsylvania, located 20 miles from Ashland.

Bolivar Medical Center is a general acute care facility with 141 acute care beds, 24 skilled nursing beds
and 35 long-term care beds located in Cleveland, Mississippi. Established in 1962, the hospital is cwned by Bolivar
County, Mississippi. Cleveland is a manufacturing-based community with an estimated 16,000 residents and an
estimated service area population of 55,000. The nearest competitor is South Sunflower County Hospital in
Indianola, Mississippi, located 32 miles from Cleveland.

Colorado Plains Medical Center is a 50-bed general acute care facility located in Fort Morgan, Colorado,
approximately 70 miles from Denver. Fort Morgan is an agricultural-based community with an estimated 12,000
residents and an estimated service area population of 43,000. The original hospital was built in 1952, The hospital is
the only rural-based Level III trauma center in Colorado, and one of only 10 such rural centers in the United States.
The hospital’s major competition comes from the 276-bed Northern Colorade Medical Center located in Greeley,
Coloradgo, which is approximately 45 miles west of Colorada Plains. East Morgan County Hospital, located nine
miles away in Brush, Colorado, is the closest hospital to Colorado Plains and offers only limited services. Both of
these competing hospitals are owned by the Lutheran Health System.

Colorado River Medical Center is a 50-bed general acute care facility located in Needles, California,
approximately 100 miles southwest of Las Vegas, Nevada. The hospital, established in 1974, previously was owned
by the City of Needies. Colorado River Medical Center is the only hospital serving a community base of
approximately 20,000 people. The nearest competitor is Bullhead Community Hospital, located 22 miles away,
which serves the Laughlin, Nevada and Bullhead City, Arizona areas.

Doctors’ Hospital of Opelousas is a 165-bed general acute care facility, located in Opelousas, Louisiana,
approximately 21 miles east of Eunice, Louisiana, where we operaté Eunice Community Medical Center, a 91-bed
healthcare facility and approximately 22 miles north of Lafayette, Louisiana. Opelousas is the parish seat with a
population of approximately 21,000 in the city of Opelousas and approximately 100,000 residents of the St. Landry
Parish. The primary competition for Doctors’ Hospital of Opelousas is the 134-bed Opelousas General Hospital, a
county-cwned not-for-profit facility located approximately five miles from Doctors’ Hospital of Opelousas. We
compieted a $3.0 million 32-bed addition to the hospital in April 2000.




Ennis Regional Medical Center is a 45-bed general acute care facility located in Ennis, Texas,
approximately 35 miles southeast of Dallas. Established in the mid-1950’s, the hospital is owned by the City of
Ennis. The acute care facility is the only hospital serving the Ennis community, which has a total service area
population of approximately 85,000 people. The nearest competitor is the 73-bed Baylor HealthCare System
Waxahachie Hospital, located 17 miles from Ennis.

Eunice Community Medical Center is a 91-bed general acute care facility located in Eunice, Louisjana.

Eunice, Louisiana is a community of approximately 20,000 people, located approximately 50 miles northwest of
Lafayette. The total service area consisting of St. Landry Parish has a population of approximately 100,000. We
entered into a 10-year lease with a 5-year renewal option on the facility. The hospital is located 21 miles from
Opelousas General Hospital, a 133-bed facility, which we own. We must construct a replacement facility, currently
expected to cost approximately $20 million, at such time as the hospital reaches pre-determined operating levels.
The lease will terminate at the time the replacement facility commences operations. Eunice Community Medical
Center competes with Savoy Medical Center located in Mamou, Louisiana, approximately 15 miles north of Eunice.

Glades General Hospital is a 73-bed general acute care facility serving the residents of Western Palm
Beach, Hendry and Glades counties and is located 45 miles west of West Palm Beach on the southeast corner of
Lake Okeechobee. Belle Glade, Florida has a service area population of 36,000. The nearest competitor is Palms
West, located 30 miles away in Loxahatchee, Florida. We must construct a replacement facility, anticipated to cost
approximately $25.0 million, at such time as the hospital reaches pre-determined operating levels.

Havasu Regional Medical Center is a 138-bed general acute care facility providing healthcare services for a
population of over 41,000, primarily in the Lake Havasu City, Arizona area. Lake Havasu City is on the shore of
Lake Havasu on the Colorado River border of California and Arizona. It is now the major population center of
southern Mohave County, one of the fastest growing counties in the United States. We acquired the facility in May
1998 from the Samaritan Health System, a Phoenix, Arizona, based not-for-profit healthcare system. Lake Havasu
City has a service area population of 127,000 residents in the rapidly growing Colorado River basin. We completed
construction of a $26.0 million ancillary expansion in February 2002. The nearest acute hospital competitor is
Kingman Regional Medical Center in Kingman, Arizona, which is approximately 60 miles from Havasu Regional
Medical Center.

Los Alamos Medical Center is a 47-bed acute care facility located in Los Alamos, New Mexico. Los
Alamos, New Mexico is located approximately 96 miles north of Albuquerque and 40 miles west of Santa Fe, New
Mexico, and has a service area population of approximately 50,000. We acquired the facility in June 2002 from
Banner Health System. Los Alamos Medical Center is the only hospital in the community. The hospital’s nearest
competitor is Espanola Hospital in Espanola, New Mexico, which is located approximately 35 miles from Los
Alamos Medical Center.

Medical Center of Southern Indiana is a 96-bed general acute care facility located in Charlestown, Indiana.
Charlestown, Indiana is located approximately 16 miles northwest of Louisville, Kentucky, and has a service area
population of approximately 48,000. Medical Center of Southern Indiana is the only hospital in the community. The
hospital’s nearest competitor is Clark Memorial in Jeffersonville, Indiana, which is located approximately 20 miles
from Medical Center of Southern Indiana.

Memorial Hospital of Martinsville and Henry County is a 237-bed acute care facility located in
Martinsville, Virginia. Martinsville, Virginia is located approximately 50 miles south of Roanoke, Virginia and has
a service area population of approximately 100,000. We acquired the facility in May 2002 from Memorial Health
System, Inc. Memorial Hospital of Martinsville and Henry County is the only hospital in the county. The hospital’s
nearest competitor is Danville Regional Medical Center in Danville, Virginia, which is located approximately 30
miles from Memorial Hospital of Martinsville and Henry County.

Minden Medical Center is a 159-bed general acute care facility located in Minden, Louisiana. Minden,
Louisiana is approximately 28 miles from Shreveport and has a service area population of approximately 64,000.
We acquired the facility in October 1999, along with Trinity Valley Medical Center, from Tenet Healthcare
Corporation. The hospital’s nearest competitors are the Willis-Knight Medical Center and Bossier Medical Center,
which are both located in Shreveport.




Northeastern Nevada Regional Hospital, which opened in September 2001 as a replacement to Elko
General Hospital, is a 75-bed general acute care facility located in Elko, Nevada. Elko, Nevada is located 237 miles
west of Salt Lake City, Utah, 295 miles northeast of Reno and 475 miles north of Las Vegas. Elko County’s
population is approximately 55,000, with the primary population base residing in the City of Elko. Originally
constructed as a 20-bed hospital in 1920, Elko General Hospital grew and expanded with the community,
undergoing two major renovations in 1958 and 1976. The nearest acute hospital competitors are in Salt Lake City,
Utah.

Palestine Regional Medical Center is a two-campus facility located in Palestine, Texas. Palestine, a
community of approximately 19,000 residents, is located 50 miles south of Tyler, Texas and is roughly equidistant
from Dallas and Houston. The total service area population for the hospital, which includes Anderson and eight
surrounding counties, is estimated at 104,000 people. The facility is comprised of Palestine Regional Medical
Center, the former Trinity Valley Medical Center, a 172-bed acute care facility that we acquired in October 1999
from Tenet Healthcare Corporation, and Palestine Regional Rehabilitation Hospital, the former Memorial Mother
Frances Hospital, a 77-bed acute care facility also located in Palestine, which we have owned since 1996. Palestine
Regional Medical Center competes indirectly with two other hospitals, Mother Frances Hospital Regional
HealthCare Center and East Texas Medical Center, both in Tyler, Texas.

Palo Verde Hospital is a 51-bed general acute care facility located in Blythe, California, which is in
southeast California on the Arizona border. The hospital is located in a community with a stable population of
20,000; however, the population increases significantly during the winter months due to a seasonal influx of retirees.
The nearest competitor is Parker Hospital in Parker, California, which is approximately 45 miles from Palo Verde
Hospital.

Parkview Regional Hospital is a 59-bed general acute care facility located in Mexia, Texas, approximately
85 miles south of Dallas, Texas. Parkview’s primary service area includes Mexia and the surrounding Limestone
County, as well as Freestone, Leon, and Hill counties. Mexia is the area’s largest city with a population of 7,000
people. The service area of the hospital includes approximately 50,000 residents. Brim Hospitals, Inc. acquired the
hospital through a long-term lease in February 1996. Parkview Regional Hospital is the only hospital in the
community, but experiences competition from Waco hospitals, about 40 miles to the west.

Starke Memorial Hospital is a 53-bed general acute care facility in Knox, Indiana, a community located
approximately 50 miles from South Bend. The town of Knox has a population of approximately 8,000, and the
population of Starke County is estimated to be 23,000. The hospital’s total service area, including the surrounding
counties, is approximately 35,000. Established in 1952, the hospital had been owned by Starke County until we
purchased it in October 1996. The nearest competing hospitals are the 36-bed St. Joe Marshall County Hospital,
which is located 18 miles east in Plymouth, Indiana, and the 307-bed Porter Memorial Hospital, which is located 32
miles away in Valparaiso, Indiana.

Teche Regional Medical Center is a general acute care facility with 142 beds located in Morgan City,
Louisiana, approximately 67 miles south of Baton Rouge, Louisiana. The hospital has a service area of
approximately 82,000 people. We acquired the hospital through a long-term lease in December 2001. Teche
Regional Medical Center is the only acute care hospital in the community it serves. The hospital’s nearest
competitor is Thibodeaux Regional Medical Center, located approximately 30 miles away in Thibodeaux, Louisiana.

Vaughan Regional Medical Center and Selma Regional Medical Center located in Selma, Alabama, were
consolidated in April 2002 into a two-campus, 214-bed general acute care facility. Selma, Alabama ,which has a
service area population of approximately 90,000, is located approximately 50 miles west of Montgomery, Alabama
and 97 miles south of Birmingham, Alabama. The Parkway Campus is comprised of the former Selma Regional
Medical Center that we acquired from Baptist Health of Montgomery, Alabama in July 2001, The Dallas Avenue
Campus is comprised of the former Vaughan Regional Medical Center that we acquired from Vaughan Regional
Medical Center, Inc. in October 2001. The two campuses are located approximately four miles from each other.
The hospital’s current nearest competitor is Baptist Medical Center, Iocated approximately 48 miles away in
Montgemery, Alabama.




Operating Statistics

The following table sets forth certain operating statistics for our owned or leased hospitals for each of the
periods presented.

Year Ended December 31,
2002 2001 2000 1999 1998
Hospitals owned or leased at end of period................ 20 19 14 14 10
Licensed beds (at end of period) .....c...cc.c.... 2,280 2,136 1,326 1282 723
Beds in service (at end of period)..... 1,993 1,899 1,228 1,186 647
AdMISSIONS «coovviivreccie e 72,939 55,937 47,971 32,509 21,538
Average length of stay (days)(1)...... 43 4.3 45 4.8 5.2
Patient days.......ccoooccvviierininncennn 313,172 241,967 216,663 156,846 110,816
Adjusted patient days(2).........ccovrrnreae. 542,626 397,577 372,352 273,394 195,998
Occupancy rate (% of licensed beds)(3)... 37.6% 31.0% 44.6% 33.4% 42.0%
Occupancy rate (% of beds in service)(4).... 43.1% 34.9% 48.0% 36.2% 46.9%
Net patient service revenue (in thousands)...... $680,882 $509,061 $445,772 $323,319 $217,364
Gross outpatient service revenue (in thousands) ........ $627,213 $410,785 $377,663 $257,248 $161,508

(1) Average length of stay is calculated based on the number of patient days divided by the number of
admissions.

(2) Adjusted patient days have been calculated based on an industry-accepted revenue-based formula of
multiplying actual patient days by the sum of gross inpatient revenue and gross outpatient revenue and
dividing the result by gross inpatient revenue for each hospital, to reflect an approximation of the volume
of service provided to inpatients and outpatients by converting total patient revenue to equivalent patient

days.
3) Percentages are calculated by dividing average daily census by average licensed beds.
4) Percentages are calculated by dividing average daily census by average beds in service.

Sources of Revenue

We receive payments for patient care from private insurance carriers, federal Medicare programs for
elderly and disabled patients, health maintenance organizations, preferred provider organizations, state Medicaid
programs, TriCare, and from employers and patients directly. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations.” The approximate percentages of net patient revenues of our
facilities from these sources during the periods specified below were as follows:

Year Ended December 31,
Source 2002 2001 2000
MEAICATE ....ccveeieiecieeir et 44.5% 39.8% 39.7%
Medicaid .....ccoeierieierierr e 12.0 10.9 9.5
Private and other SOUICES .....cocovviiviiereiiierreee e, 435 493 50.8
TOtal .o 100.0% 100.0% 100.0%

Management Information Systems

Following the acquisition of a hospital, we implement our systematic procedures to improve the hospital’s
operating and financial performance. One of our first steps is to convert the newly-acquired hospital to our broad-
based management information system. Our hospital management information system contains the primary software
required to run an entire hospital, bundled into one software package. This software generally includes features such
as a general ledger, patient accounting, billing, accounts receivable, payroll, accounts payable and pharmacy. Our
goal is to convert an acquired hospital to our management information system within 60 days from the date of the
acquisition.




Quality Assurance

Our hospitals implement quality assurance procedures to monitor the level of care. Each hospital also has a
medical executive committee, which reviews the professional credentials of physicians applying for medical staff
privileges at the hospital. Each facility monitors outcomes along with procedures performed and the quality of the
logistical, medical and technological support provided to the physician. We survey our patients either during their
stay at the hospital or subsequently by mail to identify potential areas of improvement. All of our hospitals are
accredited by the Joint Commission on Accreditation of Healthcare Organizations.

Regulatory Compliance Program

We maintain a company-wide compliance program. Our compliance program focuses on all areas of
regulatory compliance, including physician recruitment, reimbursement, cost reporting practices and laboratory and
home healthcare operations. Each of our hospitals designates a compliance officer and undergoes an annual risk
assessment o determine potential risk issues and develop plans to correct problems should they arise. In addition, all
of our employees are given a thorough introduction to our ethical and compliance guidelines, as well as a guide to
the proper resources to address any concerns that may arise. We z2lso conduct annual training to re-emphasize our
established guidelines. We regularly monitor our corporate compliance programs to respond to developments in
healthcare regulation and the industry. We also maintain a toll-free hotline to permit employees to report compliance
concems on an anonymous basis. In addition, the hotline is a method of obtaining answers to questions of
compliance encountered during the day-to-day operation of a facility. '

Management and Professional Services

Brim Healthcare, Inc., a wholly owned subsidiary, provides management services to 36 primarily non-
urban hospitals in 14 states with a total of 2,896 licensed beds. These services are provided for a fixed monthly fee
under three to seven-year contracts. Brim Healthcare, Inc. generally provides a chief executive officer, who is an
employee of Brim Healthcare, Inc., and may also provide a chief financial officer. Brim Healthcare, Inc. typically
deoes not employ other hospital personnel. Management services typically are limited to strategic planning,
operational consulting and assistance with Joint Commission on Accreditation of Healthcare Organizations
accreditation and compliance. To further promote compliance, Brim Healthcare, Inc. requires that each of the
hospitals that it manages have a compliance officer. In addition, to assist hospitals and community healthcare, Brim
Healthcare, Inc. sometimes establishes regional provider networks. This subsidiary represented less than 3.0% of
the net operating revenue for the year ended December 31, 2002 and 3.0% of the net operating revenue for the year
ended December 31, 2001.

Competition

The primary bases of competition among hospitals in non-urban markets are the quality and scope of
medical services, strength of referral network, location, and, to 2 lesser extent, price. With respect to the delivery of
general acute hospital services, most of our hospitals face less competition in their immediate patient service areas
than would be expected in larger communities. While our hospitals are generally the primary provider of healthcare
services in their respective communities, our hospitals face competition from larger tertiary care centers and, in
some cases, other non-urban hospitals and full service cutpatient surgery centers. Some of the hospitals that
compete with us are owned by governmental agencies or not-for-profit entities supported by endowments and
charitable contributions, and can finance capital expenditures on a tax-exempt basis.

One of the most significant factors in the competitive position of a hospital is the number and quality of
physicians affiliated with the hospital. Although physicians may at any time terminate their affiliation with a
hospital that we operate, cur hospitals seek to retain physicians of varied specialties on the hospitals’ medical staffs
and to recruit other qualified physicians through our in-house recruiting department overseen by our Vice President
of Medical Staff Development and his staff. We believe physicians refer patients to a hospital primarily on the basis
of the quality of services it renders to patients and physicians, the quality of other physicians on the medical staff,
the location of the hospital and the quality of the hospital’s facilities, equipment and employees. Accordingly, we
strive to maintain high ethical and professional standards and quality facilities, equipment, employees and services
for physicians and their patients.
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Another factor in the competitive position of a hospital is the management’s ability to negotiate service
contracts with purchasers of group healthcare services. Health maintenance organizations and preferred provider
organizations attempt to direct and control the use of hospital services through managed care programs and to obtain
discounts from hospitals’ established charges. In addition, employers and traditional health insurers increasingly are
interested in containing costs through negotiations with hospitals for managed care programs and discounts from
established charges. Generally, hospitals compete on the basis of market reputation, geographic location, quality and
range of services, quality of the medical staff, convenience and price for service contracts with group healthcare
service purchasers. The importance of obtaining contracts with managed care organizations varies from market to
market, depending on the market sirength of such organizations. Managed care contracts generally are less important
in the non-urban markets served by us than they are in urban and suburban markets where there is typically a higher
level of managed care penetration,

State certificate of need laws, which place limitations on a hospital’s ability to expand hospital services and
add new equipment, also may have the effect of restricting competition. Five states in which we operate, Alabama,
Florida, Mississippi, Nevada and Virginia currently have certificate of need laws. The application process for
approval of covered services, facilities, changes in operations and capital expenditures is, therefore, highly
competitive. In those states that have no certificate of need laws or that set relatively high thresholds before
expenditures become reviewable by state authorities, competition in the form of new services, facilities and capital
spending may be more prevalent. We have not experienced, and do not expect to experience, any material adverse
effects from state certificate of need requirements or from the imposition, elimination or relaxation of such
requirements. See “Item 1. Business - Healthcare Regulation and Licensing.”

We, and the healthcare industry as a whole, face the challenge of continuing to provide quality patient care
while dealing with rising costs, strong competition for patients and a general reduction of reimbursement rates by
both private and government payors. As both private and government payors reduce the scope of what may be
reimbursed and reduce reimbursement levels for what is covered, federal and state efforts to reform the healthcare
system may further impact reimbursement rates. Changes in medical technology, existing and future legislation,
regulations and interpretations and competitive contracting for provider services by private and government payors
may require changes in our facilities, equipment, personnel, rates and/or services in the future.

The hospital industry and some of our hospitals continue to have significant unused capacity. Inpatient
utilization, average lengths of stay and average inpatient occupancy rates continue to be negatively affected by
payor-required pre-admission authorization, utilization review, and payment mechanisms to maximize outpatient
and alternative healthcare delivery services for less acutely ill patients. Admissions constraints, payor pressures and
increased competition are expected to continue. We will endeavor to meet these challenges by expanding our
facilities’ outpatient services, offering appropriate discounts to private payor groups, upgrading facilities and
equipment, and offering new programs and services.

We also face competition for acquisitions primarily from for-profit hospital management companies as well
as not-for-profit entities. Some of our competitors have greater financial and other resources than us. Increased
competition for the acquisition of non-urban acute care hospitals could have an adverse impact on our ability to
acquire such hospitals on favorable terms.

Properties

In addition to our owned and leased hospitals, we lease approximately 43,510 square feet of office space
for our corporate headquarters in Brentwood, Tennessee under a seven-year lease that expires on March 31, 2005
and contains customary terms and conditions. See “Item 1. Business - Owned and Leased Hospitals.”

Employees and Medical Staff

As of March 1, 2003, we had 7,478 “full-time equivalent” employees, including 75 corporate personnel and
72 management company personnel. The remaining employees, most of whom are nurses and office personnel,
work at the hospitals. We consider relations with our employees to be good. Approximately 4.72% of our employees
are represented by unions,




We typically do not employ physicians and, as of March 1, 2003, we employed 14 practicing physicians.
Certain of our hospital services, including emergency room coverage, radiology; pathology and anesthesiology
services, are provided through independent contractor arrangements with physicians.

Environmental Matters

We are subject to various Federal, state and local statutes and ordinances regulating the discharge of
materials into the environment. Qur healthcare operations generate medical waste, such as pharmaceuticals,
biological materials and disposable medical instruments, that must be disposed of in compliance with federal, state
and local environmental laws, rules and regulations. Qur operations, as well as our purchases and sales of facilities,
also are subject to various other environmental laws, rules and regulations. We do not expect that we will be
required to expend any material amounts in order to comply with these laws and regulations or that compliance will
materially affect our capital expenditures, earnings or competitive position.

Government Reimbursement
Medicare/Medicaid Reimbursement

For the year ended December 31, 2002, approximately 44.5% and 12.0% of our net patient revenue resulted
from Medicare and Medicaid payments, respectively. The Medicare program pays hospitals on a prospective
payment system for acute inpatient services. Under this prospective payment system, a hospital receives a fixed
amount for inpatient hospital services based on the patient’s final diagnosis. These payments do not take into
consideration a specific hospital’s costs, but instead are set national rates adjusted for area wage differentials and
case-mix index. Certain sub-acute inpatient services are currently being converted by Medicare to a prospective
payment system. Rehabilitation sub-acute services were converted to a prospective payment system for cost report
periods beginning on or after January 1, 20602, This system is similar to the acute inpatient system because it pays a
rate based on the type of discharge. Psychiatric sub-acute services are transitioning to a prespective payment system
for cost reporting periods beginning on or after October 1, 2002. Skilled nursing sub-acute services are paid based
on a prospective per diem, which is also tied to the patient’s needs and condition.

For several years, the percentage increases to the prospective payment rates have been lower than the
percentage increases in the cost of goods and services purchased by general hospitals. The index used to adjust
payment rates is based on a price proxy, known as the hospital market basket index, reduced by Congressionally-
mandated reduction factors, For fiscal year 2003, the hospital market basket index was rebased and revised based
on 1997 data. The Balanced Budget Act of 1997 set the diagnosis-related group payment rates of increase for future
federal fiscal years at rates that will be based on the market basket rates less reduction factors of 1.1% in 2001 and
2002. The Medicare, Medicaid, and SCHIP Benefits Improvement and Protection Act of 2000 (“BIPA”) amended -
the Balanced Budget Act of 1997 by giving hospitals a full market basket increase in fiscal year 2001 and market
basket minus 0.55% in fiscal years 2002 and 2003. In addition, BIPA contains provisions delaying scheduled
reductions in payment for home health agencies and other provisions designed to lessen the impact on providers of
spending reductions contained in the Balanced Budget Act of 1997.

Most outpatient services provided by general hospitals are reimbursed by Medicare under the outpatient
prospective payment system. The Balanced Budget Act of 1997 mandated the implementation of the prospective
payment system for Medicare outpatient services. This outpatient prospective payment system is based on a system
of Ambulatory Payment Categories. Each Ambulatory Payment Category represents a bundle of outpatient services,
and each Ambulatory Payment Category has been assigned a fully prospective reimbursement rate. On November 1,
2002, the Centers for Medicare and Medicaid Services (CMS), formerly the Health Care Financing Administration,
announced a final rule establishing the fiscal year 2003 conversion factor and additional revisions to Ambulatory
Payment Categories for hospital outpatient departments. The fiscal year 2003 conversion factor was increased by
the hospital market basket index less an adjustment for wage index revisions. The weights assigned to many
Ambulatery Payment Categories were revised based on new data; many weights are significantly lower than 2002,
while others are higher.

Medicare has special payment provisions for “Sole Community Hospitals.” A Sole Community Hospital is
generally the only hospital in at least a 35-mile radius or a 45-minute driving time radius. Colorado Plains Medical

12




Center, Colorado River Medical Center, Northeastern Nevada Regional Hospital, Havasu Regional Medical Center,
Palo Verde Hospital, Parkview Regional Hospital and Los Alamos Medical Center qualify as Sole Community
Hospitals under Medicare regulations. Special payment provisions related to Sole Community Hospitals include the
payment of a hospital’s specific rate which may be higher than the Federal DRG payment rate.

Each state has its own Medicaid program that is funded jointly by such state and the federal government.
Federal law governs how each state manages its Medicaid program, but there is wide latitude for states to customize
Medicaid programs to fit local needs and resources. As a result, each state Medicaid plan has its own payment
formula and recipient eligibility criteria.

The Balanced Budget Act of 1997 also repealed the Boren Amendment. The Boren Amendment was
enacted in 1980 and imposed several requirements on states in their calculations of Medicaid rates. For example, the
Boren Amendment required states to pay providers rates that are “reasonable and adequate” to meet the necessary
costs of an economically and efficiently operated facility. The result is that states have set lower Medicaid
reimbursement rates than they would have under the Boren Amendment.

Program Adjustments

The Medicare, Medicaid and TRICARE programs are subject to statutory and regulatory changes,
administrative rulings, interpretations and determinations, requirements for utilization review and new governmental
funding restrictions, all of which may materially increase or decrease program payments as well as affect the cost of
providing services and the timing of payments to facilities. The final determination of amounts earned under the
programs often takes many years because of audits by the program representatives, providers’ rights of appeal and
the application of numerous technical reimbursement provisions. Differences between original estimates and
subsequent revisions (including final settiements) are included in consolidated statements of income in the period in
which the revisions are made. Management believes that adequate provision has been made for such adjustments.
Until final adjustment, however, significant issues remain unresolved and previously determined allowances could
become either inadequate or more than ultimately required.

Because of information technology problems at CMS, prior to May 2002 U.S. hospitals were unable to file
Medicare cost reports for periods ending on or after August 1, 2000. Between May 2002 and May 2003, we will file
two years of cost reports for our hospitals based on the timetable developed by CMS. Between May 2002 and
December 2002, we filed 31 cost reports. Based on the timetable developed by CMS, as of April 2003, we will be
back to the normal filing dates.

Healtheare Regulation and Licensing
Background Information

Healthcare, as one of the largest indusiries in the United States, continues to attract much legislative
interest and public attention. Medicare, Medicaid, and other public and private hospital cost-containment programs,
proposals to limit healthcare spending, and proposals tc limit prices and industry competitive factors are among the
many factors that are highly significant to the healthcare industry. In addition, the healthcare industry is governed by
a framework of federal and state laws, rules and regulations that are extremely complex and for which the industry
has the benefit of only limited regulatory or judicial interpretation.

There continue to be federal and state proposals that would, and actions that do, impose more limitations on
government and private payments to providers such as us. In addition, there are proposals to increase co-payments
and deductibles from program and private patients. Qur facilities also are affected by controls imposed by
government and private payors designed to reduce admissions and lengths of stay. Such controls, including what is
commonly referred to as “utilization review,” have resulted in a decrease in certain treatments and procedures being
performed.

Many states have enacted, or are considering enacting, measures that are designed to reduce their Medicaid
expenditures and to make changes to private healthcare insurance. Various states have applied, or are considering




applying, for a federal waiver from current Medicaid regulations to allow them to serve some of their Medicaid
participants through managed care providers. These proposals also may attempt to include coverage for some people
who presently are uninsured, and generally could have the effect of reducing payments to hospitals, physicians and
other providers for the same level of service provided under Medicaid.

Certificate of Need Requirements

Some states require approval for purchase, construction and expansion of healthcare facilities, including
findings of need for additional or expanded healthcare facilities or services. Certificates of need, which are issued by
governmental agencies with jurisdiction over healthcare facilities, are at times required for capital expenditures
exceeding a prescribed amount, changes in bed capacity or services and certain other maiters. Five states in which
we currently own hospitals, Alabama, Florida, Mississippi, Nevada and Virginia, have certificate of need laws, In
addition, we may in the future buy additional hospitals in states that require certificates of need. We are unable to
predict whether our hospitals will be able to obtain any certificates of need that may be necessary to accomplish
their business objectives in any jurisdiction where such certificates of need are required.

Anti-Kickback and Self-Referral Regulations

Sections of the Anti-Fraud and Abuse Amendments to the Social Security Act, commonly known as the
“anti-kickback” statute, prohibit certain business practices and relationships that might influence the provision and
cost of healthcare services reimbursable under Medicaid or Medicare or other federal healthcare programs, including
the payment or receipt of remuneration for the referral of patients whose care will be paid for by Medicare or other
government programs. Sanctions for violating the anti-kickback statute include criminal penalties and civil
sanctions, including fines and possible exclusion from government programs, such as the Medicare and Medicaid
programs. Pursuant to the Medicare and Medicaid Patient and Program Protection Act of 1987, the U.S. Department
of Health and Human Services issued regulations that create safe harbors under the anti-kickback statute. A given
business arrangement that does not fall within an enumerated safe harbor is not per se illegal; however, business
arrangements that fail to satisfy the applicable safe harbor criteria risk increased scrutiny by enforcement authorities.
The Health Insurance Portability and Accountability Act of 1996, which became effective January 1, 1997, added
several new fraud and abuse laws. These new laws cover all health insurance programs—private as well as
governmental. In addition, the Health Insurance Portability and Accountability Act of 1996 broadened the scope of
certain fraud and abuse laws, such as the anti-kickback statute, to include not just Medicare and Medicaid services,
but all healthcare services reimbursed under a federal or state healthcare program.

There is increasing scrutiny by law enforcement authorities, the Office of Inspector General of the
Department of Health and Human Services, the courts and Congress of arrangements between healthcare providers
and patential referral sources to ensure that the arrangements are not designed as a mechanism to exchange
remuneration for patient care referrals and opportunities. Investigators also have demonstrated a willingness to look
behind the formalities of a business transaction to determine the underlying purpose of payments between healthcare
providers and potential referral sources. Enforcement actions have increased, as evidenced by recent highly
publicized enforcement investigations of certain hospital activities.

In addition, provisions of the Social Security Act prohibit physicians from referring Medicare and Medicaid
patients to providers of a broad range of designated health services with which the physicians or their immediate
family members have ownership or certain other financial arrangements. Certain exceptions are available for
employment agreements, leases, physician recruitment and certain other physician arrangements. These provisions
are known as the Stark law and are named for the legislative sponsor, Rep. Fortney “Pete” Stark (R-CA). A person
making a referral, or seeking payment for services referred, in violation of the Stark law would be subject to the
following sanctions:

e civil money penalties of up to $15,000 for each service;
e restitution of any amounts received for illegally billed claims; and/or

e exclusion from participation in the Medicare program, which can subject the person or entity to
exclusion from participation in state healthcare programs,
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Further, if any physician or entity enters into an arrangement or scheme that the physician or entity knows
or should know has the principal purpose of assuring referrals by the physician to a particular entity, and the
physician directly makes referrals to such entity, then such physician or entity could be subject to a civil money
penalty of up to $100,000. Many states have adopted or are considering similar legislative proposals, some of which
extend beyond the Medicaid program, to prohibit the payment or receipt of remuneration for the referral of patients
and physician self-referrals regardless of the source of the payment for the care.

Federal False Claims Act

The government has shown an increasing willingness in recent years to bring lawsuits against healthcare
providers alleging violations of a variety of healthcare and non-healthcare laws, including, among others, the federal
false claims act (the “False Claims Act”) and mail fraud and wire fraud. The False Claims Act, in particular, has
been used with increasing frequency and creativity. The False Claims Act has “qui tam” or “whistleblower”
provisions that allow private individuals to bring actions on behalf of the government alleging that the defendant has
defrauded the government. If the action is successful, the private individual may recover up to one-third of the
government’s recovery. The False Claims Act provides for a penalty of up to three times the amount of the false
claim, plus up to $11,000 for each claim falsely submitted to the government.

Healthcare Facility Licensing Requirements

Our healthcare facilities are subject to extensive federal, state and local legislation and regulation. In order
to maintain their operating licenses, healthcare facilities must comply with strict standards concerning medical care,
equipment and hygiene. Various licenses and permits also are required in order to dispense narcotics, operate
pharmacies, handle radioactive materials and operate certain equipment. Our healthcare facilities hold all required
governrmental approvals, licenses and permits. All licenses, provider numbers and other permits or approvals
required to perform our business operations are held by our subsidiaries. All of our hospitals are fully accredited by
the Joint Commission on Accreditation of Healthcare Organizations.

Utilization Review Compliance and Hospital Governance

Our healthcare facilities are subject to and comply with various forms of utilization review. In addition,
under the Medicare prospective payment system, each state has a Quality Improvement Organization to carry out
federally mandated systems of review of Medicare patient admissions, treatments and discharges in hospitals.
Medical and surgical services and practices also are supervised extensively by committees of staff doctors at each
healthcare facility, are overseen by each healthcare facility’s local governing board, the primary voting members of
which are physicians and community members, and are reviewed by our quality assurance personnel. The local
governing boards also:

s  help maintain standards for quality care;
o  develop long-range plans;
o establish, review and enforce practices and procedures; and

o  approve the credentials and disciplining of medical staff members.

Governmental Developments Regarding Sales of Not-For-Profit Hospitals

In recent years, the legislatures and attorneys general of several states have shown a heightened level of
interest in transactions involving the sale of non-profit hospitals. Although the level of interest varies from state to
state, the trend is to provide for increased governmental review, and in some cases approval, of transactions in which
not-for-profit corporations sell a healthcare facility. Attorneys general in certain states, including California, have
been especially active in evaluating these transactions.
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Medical Records Privacy Legislation

The Administrative Simplification Provisions of the Health Insurance Portability and Accountability Act of
1996 (“HIPAA”) provide that the Department of Health and Human Services (“DHHS”) publish regulations
requiring the use of uniform data standards for the exchange of information between healthcare providers and health
plans submitted or received electronically to carry out financial and administrative activities including healthcare
claims and payment transactions. These provisions are intended to improve the efficiency and effectiveness of the
healthcare industry by enabling the efficient electronic transmission of certain health information. On August 17,
2000, DHES published final regulations establishing electronic data transmission standards that all healthcare
providers must use when submitting or receiving certain healthcare transactions electronically. Compliance with
these regulations is required by October 16, 2003, although the government required us tc submit a plan by October
16, 2002 showing how we plan to meet the transaction standards. We successfully met this deadline. We cannot
predict the impact that final regulations, when fully implemented, will have on us.

The Administrative Simplification Provisions also require DHHS to adopt standards to protect the security
and privacy of health-related information. DHHS promuligated final regulations containing security standards on
February 20, 2003, but compliance with these regulations is not required until April 21, 2005. These final security
regulations would require healthcare providers to implement administrative, physical and technical safeguards te
protect the integrity, confidentiality and availability of electronically received, maintained or transmitted
individually identifiable health-related information. In addition, DHHS released final regulations containing privacy
standards in December 2000, but compliance with these regulations is not required until April 14, 2003. The
privacy regulations will apply to medical records and other individually identifiable health information used or
disclosed by healthcare providers, hospitals, health plans and healthcare clearinghouses in any form, whether
electronically, on paper, or orally. The privacy regulations:

e  restrict how we can use a patient’s health information within our facilities and when we can disclose a
patient’s health information to others outside of our facilities;

e  grant patients the right to: access and copy their records; amend their records; obtain accountings of
certain disclosures of their health information to others; request that we send their health information
to them by alternative means or locations and request restrictions on the use and disclosure of their
health information in addition to the ones already required by the privacy regulations;

o  require us to provide our patients a notice outlining the patient’s rights under the privacy regulations
and our privacy practices

e  appoint a privacy officer and implement a process under which the patient may file complaints when
the privacy regulations are violated; and

©  require us to enter into written contracts extending many of these requirements to third parties to whom
we prove patient health information in order to perform functions on our behalf.

We have implemented privacy policies and procedures to ensure compliance with the privacy regulations. We
cannot predict the impact that these final regulations, when fully implemented, will have on us. If we violate these
regulations, we could be subject to monetary fines, penalties and criminal sanctions.

Emergency Medical Treatment and Active Labor Act

All of our facilities are subject to the Emergency Medical Treatment and Active Labor Act (“EMTALA™).
This federal law requires any hospital that participates in the Medicare program to conduct an appropriate medical
screening examination of every person who presents to the hospital’s emergency department for treatment and, if the
patient is suffering from an emergency medical condition, to either stabilize that condition or make an appropriate
transfer of the patient to a facility that can handle the condition. The obligation to screen and stabilize emergency
medical conditions exists regardless of a patient’s ability to pay for treatment. There are severe penalties under
EMTALA if a hospital fails to screen or appropriately stabilize or transfer a patient or if the hospital delays
appropriate treatment in order to first inquire about the patient’s ability to pay. Penalties for violations of EMTALA
include civil monetary penalties and exclusion from participation in the Medicare program. In addition, an injured

16




patient, the patient’s family or a medical facility that suffers a financial loss as a direct result of another hospital’s
violation of the law can bring a civil suit against the hospital.

In May, 2002 CMS proposed changes to the EMTALA implementing regulations that would clarify
hospitals’ EMTALA obligations by specifying when a patient is considered to be on a hospital’s property for
purposes of treating the person pursuant to EMTALA, particularly with respect to (a) inpatients, (b) patients
presenting to outpatient departments, off-campus provider-based entities, locations within the hospital other than the
emergency department, and hospital-owned ambulances. The proposed rule also indicated CMS believed the
requirements for on-call physicians could not be restricted to an objective standard but should meet the hospital’s
and community needs. Although CMS intended to publish final EMTALA revisions on August 1, 2002, due to the
overwhelming amount of comments that CMS received to the proposed rules CMS indicated that the final
EMTALA changes would be published at some later date. We believe that our facilities comply with EMTALA, but
we cannot predict the final modifications CMS will implement to the EMTALA regulations in the future, or the cost
of implementing changes to comply with such modifications.

California Seismic Standards

California enacted the Alfred E. Alquist Hospital Facilities Seismic Safety Act in 1973 and substantially
amended the Alquist Act in 1983 and 1995. The Act requires that the California Building Standards Commission
adopt earthquake performance categories, seismic evaluation procedures, standards and timeframes for upgrading
certain facilities, and seismic retrofit building standards. These regulations require hospitals to meet seismic
performance standards to ensure that they are capable of providing medical services to the public after an earthquake
or other disaster. The Building Standards Commission completed its adoption of evaluation criteria and retrofit
standards in 1998.

The Alquist Act requires that within three years after the Building Standards Commission has adopted
evaluation criteria and retrofit standards:

o  certain hospitals must conduct seismic evaluations and submit these evaluations to the Office of
Statewide Health Planning and Development, Facilities Development Division for its review and
approval;

o  hospitals must identify the most critical nonstructural systems that represent the greatest risk of failure
during an earthquake and submit timetables for upgrading these systems to Office of Statewide Health
Planning and Development, Facilities Development Division for its review and approval; and

e regulated hospitals must prepare a plan and compliance schedule for each regulated building
demonstrating the steps a hospital will take to bring the hospital buildings into substantial compliance
with the regulations and standards.

We are required to conduct engineering studies of our California facilities to determine whether and to
what extent modifications to our facilities will be required. We have submitted compliance plans for our California
facilities, which were required to be filed with the State of California by January 1, 2002. Any facilities not
currently in compliance with the applicable seismic regulations and standards must be brought into compliance by
2008, or 2013 if the facility obtains an extension. We may be required to make significant capital expenditures to
comply with the seismic standards, which could impact our earnings.

Professional Liability

As part of our business, we are subject to claims of liability for events occurring as part of the ordinary
course of hospital operations. To cover these claims, we maintain professional malpractice liability insurance and
general liability insurance coverage of approximately $51,000,000, although some claims may exceed the scope of
the coverage in effect. At December 31, 2000, we purchased a tail policy that provided an unlimited claim reporting
period for our professional liability for claims incurred prior to December 31, 2000. Effective January 1, 2001, we
purchased a claims-made policy and will provide an accrual for incurred but not reported claims. Recently, the cost
of malpractice and other liability insurance has risen significantly. Therefore, adequate levels of insurance may not
continue to be available at a reasonable price.
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Through our typical hospital management contract, we attempt to protect ourselves from such liability by
requiring the hospital to maintain certain specified limits of insurance coverage, including professional liability,
comprehensive general liability, worker’s compensation and fidelity insurance, and by requiring the hospital to
name Brim Healthcare, Inc., our hospital management subsidiary, as an additional insured party on the hospital’s
professional and comprehensive general liability policies. We also maintain certain contingent liability policies
designed to cover contingent exposure Brim Healthcare, Inc. could incur under such management contracts. Qur
management contracts generally provide for our indemnification by the hospital against claims that arise out of
hospital operations. However, there can be no assurance the hospitals will maintain such insurance or that such
indemnities will be available.

Available Information

We make available free of charge through our Internet website (http:/www.prhe.net) our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and, if applicable, amendments to those
reports filed or furnished pursuant to Section 13(a) of the Exchange Act of 1934 as soon as reasonably practicable
after we electronically file such material with, or furnish it to, the Securities and Exchange Commission. However,
the information found on our website is not part of this or any other report.

Principal Risk Factors that May Affect QOur Business and Results of Operations

If government programs reduce the payments we receive as reimbursement for our services, our revenues may
decline. '

The Medicare and Medicaid programs are highly regulated and subject to frequent and substantial changes.
The Federal Balanced Budget Act of 1997, which established a plan to balance the federal budget by fiscal year
2002, includes significant reductions in spending levels for the Medicare and Medicaid programs, including:

e payment reductions for inpatient and outpatient hospital services,

e  establishment of a prospective payment system for hospital outpatient services, skilled nursing
facilities and home health agencies under Medicare; and

e repeal of the federal payment standard often referred to as the “Boren Amendment” for hospitals and
nursing facilities, which could result in lower Medicaid reimburseiment rates.

The financial impact of the Federal Balanced Budget Act of 1997, however, has been lessened somewhat
by the Medicare, Medicaid, and SCHIP Benefits Improvement and Protection Act of 2000, although significant
revisions in how hospitals are paid for some services are still proceeding. We cannot predict the impact of future
legislative and regulatory actions which might be taken to reduce Medicare and Medicaid payment levels.

In the future, Congress and state legislatures could introduce proposals to make major changes in the health
care system. If these proposals are enacted, we may see a decline in the Medicare and Medicaid reimbursements we
receive for our services; however, at this time, we do not know what health care reform legislation will be enacted or
whether any changes in health care programs will occur.

The health care cost containment initiatives and the financial condition of purchasers of health care services may
limit our revenue and profitability.

During the past several years, major purchasers of health care, such as federal and state governments,
insurance companies and employers, have undertaken initiatives to revise payment methodologies and monitor
health care costs. As part of their efforts to contain health care costs, purchasers increasingly are demanding
discounted fee structures or the assumption by health care providers of all or a portion of the financial risk through
prepaid capitation arrangements. We expect efforts to impose reduced allowances, greater discounts and more
stringent cost controls by government and other payors to continue. In addition, we anticipate that organizations
offering prepaid and discounted medical services packages may represent an increasing portion of our patient
admissions. An increasing number of managed care organizations have experienced financial difficulties in recent
years, in some cases resulting in bankruptcy or insolvency. In some instances, organizations with provider
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agreements with certain of our hospitals have become insolvent, and the hospitals have been unable to collect the
full amounts due from such organizations. Other managed care organizations with whom we do business may
encounter similar difficulties in paying claims in the future. We believe that reductions in the payments we receive
for our services, coupled with the increased percentage of patient admissions from organizations offering prepaid
and discounted medical services and difficulty in collecting receivables from managed care organizations, could
reduce our overall revenue and profitability.

If we fail to comply with regulations regarding licenses, ownership and operation, we could impair our ability to
operate or expand our operations in any state.

All of the states in which we operate require hospitals and most health care facilities to maintain a license.
In addition, some states require prior approval for the purchase, construction and expansion of health care facilities,
based upon a state’s determination of need for additional or expanded health care facilities or services. Such
determinations, embodied in certificates of need issued by governmental agencies with jurisdiction over health care
facilities, may be required for capital expenditures exceeding a prescribed amount, changes in bed capacity or
services and other matters. Five states in which we currently own hospitals, Alabama, Florida, Mississippi, Nevada
and Virginia, have certificate of need laws, The failure to obtain any required certificate of need or the failure to
maintain a required license could impair our ability to operate or expand operations in any state.

We are subject to extensive governmental regulation regarding conduct of our operations and our relationships with
physicians. if we fail to comply with these regulations, we could suffer penalties or be required to make significant
changes to our operations.

The health care industry must comply with many laws and regulations at federal, state and local
governmental levels. These laws and regulations are extremely complex and, in many instances, the industry does
not have the benefit of significant regulatory or judicial interpretation. In particular, Medicare and Medicaid anti-
fraud and abuse provisions, known as the “anti-kickback statute,” prohibit some business practices and relationships
related to items or services reimbursable under Medicare, Medicaid and other federal health care programs. For
instance, the anti-kickback statute prohibits health care service providers from paying or receiving remuneration to
induce or arrange for the referral of patients or items or services covered by a federal or state health care program.

If regulatory authorities determine that any of our hospitals’ arrangements violate the Anti-Kickback Statute, we
could be subject to liabilities under the Social Security Act, including:

e  criminal penalties;
s civil monetary penalties; and/or

o exclusion from participation in Medicare, Medicaid or other federal health care programs, any of
which could impair our ability to operate one or more of our hospitals or to operate profitably.

The Health Insurance Portability and Accountability Act of 1996 required the Department of Health and
Human Services to issue regulations requiring hospitals and other providers to implement measures to ensure the
privacy and security of patients’ medical records and use of uniform data standards for the exchange of information
between the hospitals and health plans including claims and payment transactions. Full compliance with the privacy
standard is required by April 14, 2003 and the transaction standard by October 16, 2003. Full compliance with the
security standard is required by April 21, 2005. We may incur additional expenses in order to comply with these
standards. We cannot predict the extent of our costs for implementing the requirements at this stage.

In addition, the portion of the Social Security Act commonly known as the “Stark law” prohibits physicians
from referring Medicare or Medicaid patients to particular providers of designated health services if the physician or
a member of the physician’s immediate family has an ownership interest or compensation arrangement with that
provider. Sanctions for violating the Stark law include civil money penalties and possible exclusion from the
Medicare program. Many states have adopted or are considering similar anti-kickback and physician self-referral
legislation. Some of the state physician self-referral laws are more restrictive than the Stark law, in that they apply to
services reimbursed by all payors, not just by Medicaid or other government payors.
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Moreover, the federal government has shown an increasing willingness to prosecute providers under a
variety of fraud laws, including laws that have not traditionally been used for health care fraud, such as the federal
civil false claims law and the federal mail and wire fraud laws.

There are heightened coordinated civil and criminal enforcement efforts by federal and state government agencies
relating to the health care industry. we may become the subject of an investigation in the future.

In recent years, the media and public attention have focused on the hospital industry due to ongoing
investigations related to:

o referral, cost reporting and billing practices;

e  laboratory and home heaith care services; and

e physician ownership and joint ventures involiving hospitals.

Both federal and state government agencies have announced heightened and coordinated civil and criminal
enforcement efforts. In addition, the Office of the Inspector General of the U.S. Department of Health and Human
Services and the Department of Justice have established enforcement initiatives that focus on specific billing
practices or other suspected areas of abuse. Recent initiatives include a focus on hospital billing for outpatient
charges associated with inpatient services, as well as hospital laboratory billing practices.

We cannot predict whether we or other hospital operators will be the subject of future investigations or
inquiries. In the event that we become the subject of an investigation, we will be required to devote management and
financial resources to defending our company in the investigation. In addition, any negative publicity surrounding
the investigation could affect adversely the price of our common stock and the notes. If we incur significant fines or
penalties or are forced to reimburse amounts as a result of the investigation, our profitability may decline.

We may need to obtain additional financing in order to fund our acquisition program and capital
expenditures, and additional financing may not be available when needed.

Qur acquisition program requires substantial capital resources. Likewise, the operations of our existing
hospitals require ongoing capital expenditures for renovation, expansion and the addition of medical equipment and
technology utilized in the hospitals.

For example, if specified operating targets are achieved, we have agreed to build replacement facilities for
Eunice Community Medical Center and Glades General Hospital. These two facilities are expected to cost
approximately $20.0 million and $25.0 million, respectively.

We may need to incur additional indebtedness and may issue, from time to time, debt or equity securities to
fund these expenditures. We may not receive financing on satisfactory terms. In addition, our existing level of
indebtedness may restrict our ability to borrow additional funds. If we are not able to obtain financing, then we may
not be in a position to consummate acquisitions or undertake capital expenditures.

Our growth strategy depends on acquisitions, and we may not be able to manage our growth effectively or acquire
hospitals that meet our target criteria. we alse may have difficulties acquiring hospitals from non-profit entities due
to regulatory scrutiny.

A key element of our growth strategy is expansion through the acquisition of acute care hospitals in
attractive non-urban markets. We face competition for acquisitions primarily from other for-profit health care
companies. Some of our competitors have greater financial and other rescurces than we do. Even though we may
acquire additional hospitals, we may not be able to acquire a sufficient number of hospitals that meet our target
criteriz in order to implement successfuily our growth strategy.

Hospital acquisitions generally require a longer period toc complete than acquisitions in many other

_businesses and are subject to additional regulatory uncertainty. In recent years, the legislatures and attorneys general

of some states have shown a heightened level of interest in transactions involving the sale of hospitals by not-for-
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profit entities. Although the level of interest varies from state to state, the trend is to provide for increased
governmental review, and in some cases approval, of transactions in which not-for-profit entities sell a health care
facility. Attorneys general in some states have been especially active in evaluating these transactions. Although we
have not yet been adversely affected as a result of these trends, such increased scrutiny may increase the difficulty or
prevent the completion of transactions with not-for-profit organizations in some states in the future, and may affect
our ability to exercise existing purchase options for hospitals under current hospital lease agreements.

We have a concentration of revenue in Texas and Arizona, which makes us particularly sensitive to regulatory and
economic changes in those states. '

Palestine Regional Medical Center, Ennis Regional Medical Center and Parkview Regional Medical
Center, each located in Texas, collectively accounted for 16.4% of our net operating revenue for the year ended
December 31, 2002. This concentration makes us particularly sensitive to economic, competitive and regulatory
conditions in Texas. Any adverse change in these conditions could reduce significantly our revenues and
profitability.

We also own Havasu Regional Medical Center in Lake Havasu City, Arizona, which accounted for
approximately 11.4% of our net operating revenue for the year ended December 31, 2002. Similarly, this
concentration of revenue in Arizona makes us particularly sensitive to economic, competitive and regulatory
conditions in Arizona. Any adverse change in these conditions could reduce significantly our revenues and
profitability.

Our California hospitals must comply with California seismic standards which may require us to make significant
capital expenditures.

California has a statute and regulations that require hospitals to meet seismic performance standards.
Regulated hospitals that do not meet the standards may be required to retrofit facilities. California law requires that
owners of regulated hospitals evaluate their facilities and develop a plan and schedule for complying with the
standards. We are required to conduct engineering studies of our California facilities to determine whether and to
what extent modifications to our facilities will be required. We have submitted compliance plans for our California
facilities. Any facilities not currently in compliance with the seismic regulations and standards must be brought into
compliance by 2008, or 2013 if the facility obtains an extension. In the event that our California facilities are found
not to be in compliance with the seismic standards, we may be required to make significant capital expenditures to
bring the California facilities into compliance, which could impact our earnings.

Our performance depends on our ability to recruit and retain quality physicians, nurses and other health care
professionals at our hospitals.

The success of our owned or leased hospitals depends on:

e the number and quality of the physicians on the medical staff of, or who admit patients to, our
hospitals;

o the admissions practices of those physicians; and

o the maintenance of good relations between our company and such physicians.

Because physicians generally direct the majority of hospital admissions, our success has been dependent, in
part, upon recruiting quality physicians and maintaining good relations with and retaining our physicians. We
generally do not employ physicians, and many of our staff physicians have admitting privileges at other hospitals.
Only a portion of physicians are interested in practicing in the non-urban communities in which our hospitals are
located. The departure of physicians from these communities, such as we experienced in 2002, or our inability to
recruit physicians to these communities, could make it more difficult to attract patients to our hospitals and could
affect our profitability. Also, if we are unable to maintain good relationships with physicians, our hospitals’
admissions may decrease and our operating performance may decline. In addition, hospitals nationwide are
experiencing a shortage of nursing professionals, a trend which many industry observers expect to continue over the
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next decade. If the supply of qualified nurses or other health care professionals declines in the markets in which our
hospitals operate, it may result in increased labor expenses and lower operating margins at those hospitals.

We depend heavily on key personnel, and loss of the services of one or mare of our key executives or a significant
portion of our local management personnel could weaken our management team and our ability to deliver health
care services efficiently. ‘

Our success largely depends on the 'skills, experience and efforts of our senior management, particularly
Chairman and Chief Executive Officer, Martin S. Rash; President and Chief Operating Cfficer, john M. Rutledge;
and Senior Vice President and Chief Financial Officer, Christopher T. Hannon. Our operations also are dependent
on the efforts, ability and experience of key members of our local management staff. The loss of services of one or
more members of our senior management or of a significant portion of any of our local management staff could
weaken significanily our management expertise and our ability to deliver health care services efficiently. We do not
maintain key man life insurance policies on any of our officers.

Other hospitals and freestanding outpatient facilities provide services similar to those offered by our hospitals,
which may raise the level of competition faced by our hospitals.

In all geographical areas in which we operate, there are other health care providers, including hospitals,
outpatient surgery centers and other outpatient facilities, that provide comparable services to those offered by our
hospitals. Some of the hospitals with which we compete are owned by governmental agencies and supported by tax
revenues, and others are owned by not-for-profit corporations and may be supported to a large extent by
endowments and charitable contributions. Some of these competitors are larger, may be more established and may
have more capital and other resources than we do. Many of our hospitals attempt to attract patients from surrounding
counties and communities, including communities in which a competing facility exists. If our competitors are able to
finance capital improvements and expand services at their facilities, we may be unable to attract patients away from
these facilities.

If we fail to improve the operations of acquired hospitals, we may be unable to achieve our growth strategy.

Some of the hospitals we have acquired or will acquire had or may have operating losses prior to the time
we acquired them. We may be unable to operate profitably any hospital or other facility we acquire, effectively
integrate the operations of any acquisitions, or otherwise achieve the intended benefit of our growth strategy.

We may be subject to liabilities because of claims brought against our owned and leased hospitals. In addition, if
we acquire hospitals with unknown or contingent liabilities, we could become liable for material obligations.

In recent years, plaintiffs have brought actions against hospitals and other health care providers, alleging
malpractice, product liability or other legal theories. Many of these actions involved large claims and significant
defense costs. We maintain professional malpractice liability and general liability insurance coverage of
approximately $51,000,000 to cover claims arising out of the operations of our owned and leased hospitals. Some of
the claims, however, could exceed the scope of the coverage in effect or coverage of particular claims could be
denied. While our professional and other liability insurance has been adequate in the past to provide for liability
claims, such insurance may not be available for us to maintain adequate levels of insurance.

In addition, hospitals that we acquire may have unknown or contingent liabilities, including liabilities for
failure to comply with health care laws and regulations. Although we obtain contractual indemnification from sellers
covering these matters, such indemnification may be insufficient to cover material claims or liabilities for past
activities of acquired hospitals.

We may be subject to liabilities because of claims arising from our hospital management activities.
We may be subject to liabilities from the acts, omissions and liabilities of the employees of hospitals we

manage or from the actions of our employees in connection with the management of such hospitals. Cur hospital
management contracts generally require the hospitals we manage to indemnify us against certain claims and to
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maintain specified amounts of insurance. The hospitals, however, may not maintain such insurance and
indemnification may not be available to us. Recently, other hospital management companies have been subject to
complaints alleging that these companies violated laws on behalf of hospitals they managed. In some cases,
plaintiffs brought actions against the managing company instead of, or in addition to, their individually managed
hospital clients for these violations. Our managed hospitals or other third parties may not hold us harmless for any
losses we incur arising out of the acts, omissions and liabilities of the employees of the hospitals we manage. If the
courts determine that we are liable for amounts exceeding the limits of any insurance coverage or for claims outside
the scope of that coverage or any indemnity, or if any indemnity agreement is determined to be unenforceable, then
the resulting liability could affect adversely our business, results of operations and financial condition.

ITEM 2. PROPERTIES

Information with respect to our hospital facilities and other properties can be found in Item 1 of this report
under the captions, “Business — Owned and Leased Hospitals,” and “Business — Properties.”

ITEM 3. LEGAL PROCEEDINGS

Our company is from time to time, subject to claims and suits arising in the ordinary course of business,
including claims for damages for personal injuries, breach of management contracts or for wrongful restriction of or
interference with physicians staff privileges. In certain of these actions, plaintiff’s request punitive and other
damages that may not be covered by insurance. We currently are not a party to any proceeding which, in our
" opinion, would have a material adverse effect on our business, financial condition or results of operations.

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Prior to June 5, 2002, cur common stock was quoted on the Nasdaq National Market under the symbol
“PRHC.” Cn and subsequent to June 5, 2002, cur common stock has been quoted on the New York Stock Exchange
under the symbol “PRV.” The fellowing table sets forth the high and low sale prices for our common stock as
reported by the Nasdaq National Market and New York Stock Exchange, as applicable, for the periods indicated.
The prices have been restated to reflect the effect of the three-for-two stock split effected in the form of a 50% stock
dividend on April 30, 2002.

2002 : High Lew

FIrSt QUATTET ...oovverieeieeirceeseeeeeneveebeseensesresees e sresseneennesaeneensenesnsenes $24.33 $18.19
SECONA QUATTET ...veeviiirecrere e serrerererar s resreesarsseeseeenenanes 26.76 22.36
THIrd QUATTET....veeeereiierree s e nrce s reeses s e is e ersesesensesarane 22.40 15.55
Fourth QUATTET ......voeciiii e ssreenrre e rer e s e saeenae e 19.11 9.19
2002 High Lew

First QUATTET .....oovroveireciestectesree e se et ee et e st et ssseestannaaennsbeseatens $26.54 $16.09
Second QUATTET ......cooviicierierierere et 23.80 15.18
TRITA QUATTET .....veveieirereeeeiterrieeereieres e seeereaeseeeeresssenesesesessanace 26.38 20.80
FOUMH QUATTET ....vevieuieicriiecerenrieccens e sine s re s eeesresssveseaessressnenenns 25.39 17.00

As of March 1, 2003, there were approximately 48,713,946 shares of common stock outstanding, held by
1,025 record holders.

We historically have retained and currently intend to retain all earnings to finance the development and
expansion of our operations and, therefore, do not anticipate paying cash dividends or making any other
distributions on our shares of common stock in the foreseeable future. Furthermore, our credit facilities contain
restrictions on our ability to pay dividends. Our future dividend policy will be determined by our board of directors
on the basis of various factors, including our results of operations, financial condition, business opportunities, capital
requirements and such other factors as the board of directors may deem relevant.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data is qualified by, and should be read in conjunction with, “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated
financial statements and related notes, appearing elsewhere in this report.

Selected Consolidated Finzacial Data
(In thousands, except per share data)

Year Ended December 31,
2002 2001 2000 1999 1998

Income Statement Data:
Net operating revenue........cvevvvrreereercrereneen $704,347  $530,739 3 469,858 $346,692 § 238,855
Net income(1).ovvivvinininierieninnnneneereereeneenes 36,112 32,908 19,938 14,501 10,007
Net income to common shareholders(2)....... 36,112 32,908 19,938 14,501 9,311
Net income per share to common v ‘ -

shareholders—diluted .........coocovenrerreniirennens 0.73 0.67 0.45 0.40 0.30
Balance Sheet Data (at end of period):
Total ASSELS .ouvvveeeierrrierierre e treinneen $971,711  $759,897 § 530,852 $497,616 § 339,377
Long-term obligations, less current

TNALUTTEES ©o.vvoveorvseveereiceneesseeseessensersansesnens 461,576 330,838 162,086 259,992 134,301
Stockholders’ equity......cccceceervricrerccererrensense 413,202 362,005 314,714 184,359 169,191
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(1) The Company adopted Statement of Financial Accounting Standards No. 142 (“SFAS No. 142"), Goodwill and
Other Intangible Assets, effective January 1, 2002, Under SFAS No. 142, goodwill is no longer amortized, but
is subject to annual impairment tests, or more frequently if certain indicators arise. Had the Company been
accounting for its goodwill under SFAS No, 142 for all periods presented, the Company’s pro forma net income
would have been $37,106, $24,285, $18,505, and $12,985, for the years ended December 31, 2001, 2000, 1999,
and 1998 respectively.

(2) Preferred stock dividends and accretion totaled $696 in 1998. The preferred stock was redeemed in February
1998 at the time of our initial public offering.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSES OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our consolidated financial statements and
related notes, appearing elsewhere in this report.

Overview

We are a healthcare services company focused on acquiring and operating hospitals in attractive non-urban
markets in the United States. As of December 31, 2002, we owned or leased 20 general acute care hospitals in 13
states with a total of 2,280 licensed beds, and managed 36 hospitals in 14 states with a total of 2,897 licensed beds.

Impact of Acquisitions and Divestitures

An integral part of our strategy is to acquire non-urban acute care hospitals. Because of the financial impact
of our recent acquisitions, it is difficult to make meaningful comparisons between our financial statements for the
fiscal periods presented. In addition, because of the relatively small number of owned and leased hospitals, each
hospital acquisition can materially affect our overall operating performance. Upon the acquisition of a hospital, we
typically take a number of steps to lower operating costs. The impact of such actions may be offset by cost increases
to expand services, sirengthen medical staff and improve market position. The benefits of these investinents and of
other activities to improve operating margins generally do not occur immediately. Consequently, the financial
performance of a newly-acquired hospital may adversely affect overall operating margins in the near term. As we
make additional hospital acquisitions, we expect that this effect will be mitigated by the expanded financial base of
existing hospitals and the allocation of corporate overhead among a larger number of hospitals. We also may divest
certain hospitals in the future if we determine a hospital no longer fits within our strategy.

Industry Trends

The federal Medicare program accounted for approximately 44.5%, 39.8% and 39.7% of net patient
revenue in 2002, 2001 and 2000, respectively. The state Medicaid programs accounted for approximately 12.0%,
10.9% and 9.5% of net patient revenue in 2002, 2001 and 2000, respectively. The payment rates under the Medicare
program for inpatients are prospective, based upon the diagnosis of a patient. The Medicare payment rate increases
historically have been less than actual inflation.

Both federal and state legislatures are continuing to scrutinize the healthcare industry for the purpose of
reducing healthcare costs. While we are unable to predict what, if any, future healthcare-reform legislation may be
enacted at the federal or state level, we expect continuing pressure to limit expenditures by governmental healthcare
programs. The Balanced Budget Act of 1997 imposed certain limitations on increases in the inpatient Medicare rates
paid to acute care hospitals. As required by the Balanced Budget Act of 1997, payments for hospital outpatient,
psychiatric sub-acute, home health and rehabilitation sub-acute services have converted to prospective payment
systems, instead of payments being based on costs. Most hospital outpatient services are now reimbursed under an
outpatient prospective payment system based on a system of Ambulatory Payment Classification. Rehabilitation
and psychiatric sub-acute services began transitioning to a prospective payment system in 2002. The Balanced
Budget Act of 1997 also includes a managed care option that could direct Medicare patients to managed care
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organizations. The Medicare, Medicaid, and SCHIP Benefits Improvement and Protection Act of 2000 (“BIPA™)
amended the Balanced Budget Act of 1997 by giving hospitals a full market basket increase in fiscal years 2002 and
2003. In addition, BIPA contains provisions delaying scheduled reductions in payment for home healith agencies
and other provisions designed to lessen the impact on providers of spending reductions contained in the Balanced
Budget Act of 1997. Further changes in the Medicare or Medicaid programs and other proposals to limit healthcare
spending could have a material adverse effect on the healthcare industry and our company.

The hospital industry and some of our hospitals continue to have significant unused capacity. The result is
substantial competition for patients and physicians. Inpatient utilization continues to be affected negatively by
payor-required pre-admission authorization and by payor pressure te maximize outpatient and alternative healthcare
delivery services for less acutely ill patients. We expect increased competition and admission constraints to continue
in the future. The ability to respond successfully to these trends, as well as spending reductions in governmental
healthcare programs, will play a significant role in determining the ability of our hospitals to maintain their current
rate of net revenue growth and operating margins.

We expect the industry trend towards the provision of more services on an outpatient basis to continue.
This trend is the result of increased focus on managed care and advances in technology.

The billing and collection of accounts receivable by hospitals are complicated by a number of factors,
including:

e the complexity of the Medicare and Medicaid regulations;

e  increases in managed care;

e hospital personnel turnover;

e the dependence of hospitals on physician documentation of medical records; and

s the subjective judgment involved.

These factors, or any combination of them, may impact our ability to bill and collect our accounts
receivable at the rates we have anticipated, which could negatively affect our future cash flows.

The federal government and a number of states are increasing the resources devoted to investigating
allegations of fraud and abuse in the Medicare and Medicaid programs. At the same time, regulatory and law
enforcement authorities are taking an increasingly strict view of the requirements imposed on providers by the
Social Security Act and Medicare and Medicaid regulations. Although we believe that we are in material compliance
with such laws, a determination that we have violated such laws, or even the public announcement that we were
being investigated concerning possible violations, could have a material adverse effect on our company.

Cur histerical financial trend has been impacted favorably by our success in acquiring acute care hospitals.
While we believe that the healthcare industry trends described above may create future acquisition opportunities, our
future financial growth rates will be impacted by our ability to acquire hospitals and to successfully integrate them
into our system.
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Results of Operations

The following table presents, for the periods indicated, information expressed as a percentage of net
operating revenue. Such information has been derived from our consolidated statements of income included

elsewhere in this report. The results of operations for the periods presented include hospitals from their acquisition
dates, as previously discussed.

Year Ended December 31,
2002 2001 2000
Net operating IeVENUE ......covevrrvrererercennnes 100.0% 100.0% 100.0%
Operating expenses(1).......ccooeervverreveenreen. (83.5) (81.3) (82.1)
EBITDA(2) .o renieeer s 16.5 18.7 17.9
Depreciation and amortization .................. (4.9) (5.7) (5.7)
INterest, NEt......coviiceniecninnieasineeeneseasans (3.1) (2.3) (3.5)
MInority interest.......covveeerrvereriereniereennnn. (0.0) (0.0) (0.0)
Gain (Loss) on sale.......ccocviciieernnneninns 0.0 (0.0) (1.3)
Income before income taxes.........c.ccovnin. 8.5 10.7 7.4
Provision for income taxes................covv.. (3.4) 4.5) (3.2)
Net income(3)...overvevreereerinnieiinerrienns 5.1% 6.2% 4.2%
Year Ended December 31,
2002 2001 2000

REVENUES ..o e ssaen s sa e sraee e e $ 704,347 $ 530,739 $ 469,858
Salaries and benefits........cccvevieviicrerrneenriniserennenns 277,843 205,628 180,881
SUPPLES ...ttt et 87,473 59,341 54,465
Other operating expenses (1).......ccovcerennnvenciarennens 165,934 117,017 106,790
Provision for doubtful accounts...........ccouvvereveirrneenenn. 56,765 49,283 43,604

‘ 588,015 431,269 385,740
EBITDA (2) oottt $116332 & 99470 § 84,118

¢y Operating expenses represent expenses before depreciation and amortization, interest expense, minority
interest, (gain) loss on sale of assets and income taxes.
2) EBITDA represents the sum of income before income taxes, interest, depreciation and amortization and

minority interest and gain (loss) on sale of assets. EBITDA is commonly used as an analytical indicator of
operating performance within the healthcare industry and also serves as a measure of leverage and debt
service capacity. Province management considers EBITDA to be one measure of our ability to service
existing debt, sustain potential increases in debt in the future and to satisfy capital requirements. EBITDA,
however, is not a measure of financial performance under accounting principles generally accepted in the
United States, and should not be considered an alternative to net income as a measure of operating
performance or to cash flows from operating, investing or financing activities as a measure of liquidity.
Because EBITDA is not a measurement determined in accordance with accounting principles generally
accepted in the United States and is susceptible to varying calculations, EBITDA as presented may not be
comparable to other similarly titled measures of other companies.

3) The Company adopted Statement of Financial Accounting Standards No. 142 (“SFAS No. 142”), Goodwill
and Other Intangible Assets, effective January 1, 2002. Under SFAS No. 142, goodwill is no longer
amortized, but is subject to annual impairment tests, or more frequently if certain indicators arise. Had the
Company been accounting for its goodwill under SFAS No. 142 for all periods presented, the Company’s
pro forma net income, as a percentage of net revenue, would have been 7.0% and 5.2%, for the years ended
December 31, 2001 and 2000, respectively.
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Hospital revenues are received primarily from Medicare, Medicaid and commercial insurance. The
percentage of revenues received from the Medicare program is expected to increase with the general aging of the
population. The payment rates under the Medicare program for inpatients are based on a prospective payment
system, based upon the diagnosis of a patient. While these rates are indexed for inflation annually, the increases
historically have been less than actual inflation. In addition, states, insurance companies and employers are actively
negotiating the amounts paid to hospitals as opposed to paying standard hospital rates. The trend toward managed
care, including health maintenance organizations, preferred provider organizations and varicus other forms of
managed care, may affect our hospitals’ ability to maintain their current rate of net operating revenue growth.

We continuously monitor the cost/benefit relationship of services provided at our hospltals and make
decisions related to adding new services or discontinuing existing services.

Net patient service revenue is reported net of contractual adjustments and policy discounts. The
adjustiments principally result from differences between our hospitals’ customary charges and payment rates under
the Medicare, Medicaid and other third-party payor programs. Customary charges generally have increased at a
faster rate than the rate of increase for Medicare and Medicaid payments. Operating expenses of our hospitals
primarily consist of salaries, wages and benefits, purchased services, supplies, provision for doubtful accounts,
rentals and leases, and other operating expenses, principally consisting of utilities, insurance, property taxes, travel,
physician recruiting, telephone, advertising, repairs and maintenance.

Other revenue is comprised of fees from management and professional consulting services provided to
third-party hospitals pursuant to management contracts and consulting arrangements, reimbursable expenses and
miscellaneous other revenue items. Management and professional services revenue plus reimbursable expenses total
less than 3% of our consolidated net operating revenue for the year ended December 31, 2002. Operating expenses
for the management and professional services business primarily consist of salaries, wages and benefits and
reimbursable expenses.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Net operating revenue increased to $704.3 million in 2002 from $530.7 million in 2001, an increase of
$173.6 million, or 32.7%. Cost report settlements and the filing of cost reports had a minimal effect on net revenue
in 2002, and resulted in a positive revenue adjustment of $0.6 million, or 0.1% of net operating revenue, in 2001.
Net patient service revenue generated by the 17 hospitals owned during both periods increased $3.1 million. Price
increases for these hospitals were offset by a slight decrease in inpatient admissions (less than 1%) and a decline in
surgeries of 6.2%. The decline in admissions and surgeries were attributable to the departure of 51 physicians at the
hospitals during 2002. Total net patient service revenue increased 33.8% during 2002 primarily related to the
hospitals acquired in the fourth quarter of 2001 and during 2002.

Cur 2002 operations were adversely affected by the loss of physicians. During 2002, we lost 51 physicians
who were major contributors, with the majority leaving in the last six months of the year. We define a “major
contributor” as a physician generating $200,000 or more in revenues annually. All of these physicians left for
reasons unrelated to hospital operations. We recruited 82 physicians in 2002, 59% of whom only started their
practices in the third and fourth quarters of the year. Therefore, the new practices were unable to generate sufficient
volume to replace the lost revenues generated by the departing physicians. As the new physicians’ practices move
along the timeline toward full, mature practices, lost revenues will be replaced. Of the 82 recruited physicians, 76
are admitting physicians. Based on histeric practice patterns of physicians recruited to our hospitals, to date, these
physician practices are tracking in line with historic trends and our expectations.

Our 2002 operations were adversely impacted by increased competition from ambulatory surgery centers in
two of our markets. We have been proactive in the only other markets large enough to support full service
ambulatery surgery centers that currently do not have these services, by either pursuing a certificate of need for a
full service ambulatory surgery center ourselves, or working with physicians in the market to address the community
need for outpatient surgery services.

Operating expenses increased to $588.0 million, or 83.5% of net operating revenue, in 2002 from $431.3
million, or 81.3% of net operating revenue, in 2001. The increase in operating expenses of hospitals owned during
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both periods resulted primarily from new services and increased physician recruiting. The consolidated provision
for doubtful accounts decreased to 8.1% of net operating revenue in 2002 from 9.3% of net operating revenue in
2001, primarily related to improvement in days in accounts receivable and increased up-front cash collections. The
majority of the increase in total operating expenses was attributable to the acquisition of additional hospitals in the
fourth quarter of 2001 and in 2002.

EBITDA was $116.3 million, or 16.5% of net operating revenue, in 2002, compared to $99.5 million, or
18.7% of net operating revenue, in 2001.

Depreciation and amortization expense increased to $34.2 million, or 4.9% of net operating revenue, in
2002 from $30.2 million, or 5.7% of net operating revenue in 2001. The increase in depreciation and amortization
resulted primarily from the acquisition of additional hospitals in 2002 and 2001, and capital expenditures at hospitals
owned during both periods, offset by non-amortization of goodwill in 2002, which had an impact of approximately
$4.4 million. Interest expense increased to $22.0 million in 2002 from $12.1 million in 2001, an increase of $9.9
million or 81.6%. This was a result of increased borrowings tc finance the acquisition of additional hospitals in the
fourth quarter of 2001 and in 2002, and interest on the $172.0 million, 4 %% Convertible Subordinated Notes issued
in October 2001.

Income before provision for income taxes was $60.2 million for the year ended December 31, 2002,
compared to $56.7 million in 2001, an increase of $3.5 million or 6.2%.

Our provision for income taxes was $24.1 million for the year ended December 31, 2002, compared to
$23.8 million in 2001. These provisions reflect effective income tax rates of 40.0% in 2002 and 42.0% in 2001. See
Note 8 of the notes to our consolidated financial statements for information regarding differences between effective
tax rates and statutory rates.

Net income was $36.1 million, or 5.1% of net operating revenue, in 2002, compared to $32.9 million, or
6.2% of net operating revenue, in 2001,

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Net operating revenue increased from $465.9 million in 2000 to $530.7 million in 2001, an increase of
$60.9 million or 13.0%. We divested two hospitals in the fourth quarter of 2000, which prevents meaningful total
revenue comparisons. Net patient service revenue generated by hospitals owned during both periods increased
$57.9 million, or 14.7%, resulting from inpatient and outpatient volume increases, new services and price increases.
Cost report settlements and the filing of cost reports resulted in negative revenue adjustments of $0.7 million, or
0.1% of net operating revenue, in 2000, and a positive revenue adjustment of $0.6 million, or 0.1% of net revenues
in 2001. The remaining increase was primarily attributable to the acquisitions of additional hospitals in 2000 and
2001.

Operating expenses increased from $385.7 million, or 82.1% of net operating revenue, in 2000 to $431.3
million, or 81.3% of net operating revenue in 2001. The increase in operating expenses of hospitals owned during
both periods resulted primarily from new services, volume increases, changes in case mix and increased recruiting
expenses.

EBITDA increased from $84.1 million, or 17.9% of net operating revenue, in 2000 to $99.5 million, or
18.7% of net operating revenue, in 2001, primarily as a result of improved operations at hospitals owned during both
periods.

Depreciation and amortization expense increased from $26.6 million, or 5.7% of net operating revenue, in
2000, to $30.2 million, or 5.7% of net operating revenue in 2001. The increase in depreciation and amortization
resulted primarily from capital expenditures and the acquisitions in 2001, and a full year of expense for acquisitions
made in 2000.
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Interest expense as a percent of net operating revenue decreased from 3.5% in 2000 to 2.3% in 2001.
Proceeds from the sale of convertible notes in November and December 2000 and in October 2001 were used to
reduce the higher rate of indebtedness under the revolving credit facility.

Income before provision for income taxes was $56.7 million in 2001, compared to $34.7 million in 2000,
an increase of $22.0 million or 63.4%. The increase resulted primarily from improved operaticns at hospitals owned
during both periods.

Provision for income taxes was $23.8 million in 2001, compared to $14.7 million in 2000. These provisions
reflect effective income tax rates of 42.0% in 2001 compared to 42.5% in 2000. See Note 8 of the notes to our
consolidated financial statements for information regarding differences between effective tax rates and statutory
rates,

Net income was $32.9 million, or 6.2% of net operating revenue, in 2001, compared tc $19.9 million, or
4.2% of net operating revenue in 2000.

Liquidity and Capital Resources
Capital Resources

Total long-term obligations, less current maturities, increased to $461.6 million at December 31, 2002,
from $330.8 million at December 31, 2001. The increase resulted primarily from the borrowings to finance the two
hospitals acquired in the second quarter of 2002.

In November 2001, we reduced the size of our credit facility to $250.0 million, which includes $40.3
million for capital leases and a $209.7 million revolving line of credit. At December 31, 2002, we had outstanding
letters of credit of $4.3 million, $94.0 million outstanding and $111.4 million available under our revolving line of
credit. :

The loans under the credit facility bear interest, at our opticn, at the adjusted base rate or at the adjusted
LIBOR rate. The interest rate ranged from 3.69% to 5.75% during 2002. We pay a commitment fee, which varies
from one-half to three-eighths of one percent of the unused portion, depending on compliance with certain financial
ratios. The principal amount outstanding under the revolving credit agreement may be prepaid at any time before the
maturity date of May 31, 2005.

The credit facility contains limitations on our ability to incur additional indebtedness (including contingent
obligations), sell material assets, retire, redeem or otherwise reacquire our capital stock, acquire the capital stock or
assets of another business, and pay dividends. The credit facility also requires that we maintain a specified net worth
and meet or exceed certain coverage, leverage, and indebtedness ratios. Indebtedness under the credit facility is
secured by substantially all assets of our company. We are in compliance with all covenants or other requirements
set forth in our credit agreements or indentures.

Interest rate swap agreements are used to manage our interest rate exposure under our credit facility. In
1998, we entered into an interest rate swap agreement that effectively converted for a five-year period $45.0 million
of floating-rate borrowings to fixed-rate borrowings at 5.625%. In September 2002, we amended the swap
agreement and secured a 4.45% fixed interest rate and extended the term of the agreement to September 30, 2005.
All other terms and conditions of the swap agreement remain unchanged.

Cash Flows - Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Working capital decreased to $105.3 million at December 31, 2002, from $136.2 million at December 31,
2001, resulting primarily from decreased cash, used for the acquisition of Memorial Hospital of Martinsville and
Henry County in 2002. The ratio of current assets to current liabilities was 2.7 to 1.0 at December 31, 2002. Cur
cash flows from operating activities increased by $53.6 million to $92.1 million in 2002 from $38.4 million in 2001,
This primarily related to improvements in our cash collection cycle and an increase in deferred taxes. The use of our
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cash in investing activities increased to $217.5 million in 2002 from $169.8 million in 2001, resuiting primarily
from smaller outlays of cash for acquisition of property, plant and equipment and increased use of cash for hospital
acquisitions in 2002, compared to 2001. Our cash flows provided by financing activities decreased to $100.5
million in 2002 from $170.8 million in 2001, resulting from a decrease in net borrowings.

Cash Flows - Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Working capital increased to $136.2 million at December 31, 2001 from $63.4 million at December 31,
2000, resulting primarily from increased business volumes, growth in accounts receivable from acquired hospitals,
and effective management of our working capital. Our cash flows from operating activities increased by $5.7
million from $32.7 million provided in 2000 to $38.4 million provided in 2001. Offsetting our improved
profitability was a large increase in accounts receivable, both at hospitals owned during both periods, resulting from
volume increases, new services and price increases, and a build-up of accounts receivable at newly-acquired
hospitals. The use of our cash in investing activities increased from $40.7 million in 2000 to $169.8 million in 2001,
reflecting more acquisitions during 2001. Our cash flows provided by financing activities increased $162.8 million
from $8.0 million in 2000, to $170.8 million in 2001, primarily because of increased borrowings related to
acquisitions and the sale of convertible notes.

Capital Expenditures

Capital expenditures, excluding acquisitions, in 2002, 2001 and 2000, were $46.4 million, $72.2 million,
and $44.0 million, respectively, inclusive of construction projects. Capital expenditures for our owned hospitals may
vary from year to year depending on facility improvements and service enhancements undertaken by the hospitals.
We expect to make total capital expenditures in 2003 of approximately $55.0 million, exclusive of any acquisitions
of businesses. Planned capital expenditures for 2003 consist principally of capital improvements and revenue-
generating capital expenditures to owned and leased hospitals. We expect to fund these expenditures through cash
provided by operating activities and borrowings under our revolving credit facility.

If pre-determined operating levels are achieved, we have agreed to build replacement facilities for Eunice
Community Medical Center, currently expected to cost approximately $20.0 million, and Glades General Hospital,
currently expected to cost approximately $25.0 million. We do not know whether and when each hospital will
achieve its individual pre-determined operating levels, but we believe it will take approximately 36 months to
complete construction from such date. In connection with certain acquisitions we have made, we have commiited
and may commit in the future to make specified capital expenditures.

Based upon our current level of operations and anticipated growth, we believe that cash generated from
operations and amounts available under our credit facility will be adequate to meet our anticipated debt service
requirements, capital expenditures and working capital needs for the next 12 months. We cannot assure you,
however, that our business will generate sufficient cash flow from operations or that future borrowings will be
available under our credit facility, or otherwise, to enable us to grow our business, service our indebtedness,
including the credit facility and our convertible subordinated notes, or make anticipated capital expenditures. One
element of our business strategy is expansion through the acquisition of hospitals in existing and new markets. The
completion of acquisitions may result in the incurrence of, or assumption by us, of additional indebtedness. Our
future operating performance, ability to service or refinance the convertible subordinated notes and ability to service

and extend or refinance the credit facility will be subject to future economic conditions and to financial, business
and other factors, many of which are beyond our control.
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The following table reflects a summary of obligations and commitments outstanding as of December 31,
2002.

Payments due by period

Less than {
year 1-2 years 3-4 years Thereafter Total
(In thousands)
Ceontractual Cash Obligations:
Long-term debt ....cooecrvinnininiisninciin $ 694 $ 245,206 $ -- $ 172,500 $ 418,400
Capital lease obligations.......ccocvvvvicnnnne. 1,315 41,742 997 2,518 46,572
Operating 1eases. ....ccvvmiivimniieiennns 6,690 9,677 6,344 10,863 33,574
Subtotal.....c.ocoeerieirere e, $ 8,699 $ 296,625 $ 7,341 $ 185,881 $ 498,546
Amount of commitment expiration per period
Less than 1
year i-2 years 3-4 years Thereafter Total
(In thousands)
Other Commitments:
Letters of credit...ccovvvimrinrecreeerenereoessnnnas $ 4300 § -- $ -- 3 -- $ 4,300
Total obligaticns and commitments......... $ 12,999 $ 296,625 $ 7,341 $ 185,881 $ 502,846

- Critical Accounting Policies

Qur consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States. In preparing our financial statements, we are required to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
lizbilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. We evaluate our estimates and judgments on an ongoing basis. We base our estimates and
judgments on historical experience and on various other factors that we believe to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Our actual results may differ from these estimates, and
different assurmptions or conditions may yield different estimates.

Allowance for Doubtful Accounts

Our ability to collect outstanding receivables from third-party payors is critical to cur operating
performance and cash flows. The primary collection risk lies with uninsured patient accounts or patient accounts for
which a balance remains after primary insurance has paid. We estimate the allowance for doubtful accounts
primarily based upon the age of the accounts since patient discharge date. The allowance for doubtful accounts
increased, as a percentage of accounts receivable net of contractual adjustments, to 36.7% in 2002 from 31.1% in
2001. We continually monitor our accounts receivable balances and utilize cash collections data and other analytical
tools to support the basis for our estimates of the provision for doubtful accounts. Significant changes in payor mix
or business office operations, or detericration in aging accounts receivable could result in a significant increase in
this allowance.

Allowance for Contractual Discounts

The percentage of our patient service revenue derived from Medicare and Medicaid patients continues to be
high. For the year ended December 31, 2002, Medicare and Medicaid combined was 56.6% of net revenue,
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compared to 50.7% in 2001. The Medicare and Medicaid contracts are often complex and may include multiple
reimbursement mechanisms for different types of services provided in our hospitals, and cost settlement provisions
requiring complex calculations and assumptions subject to interpretation. We use an exhibit system to estimate the
allowance for contractual discounts on a payor-specific basis, given our interpretation of the applicable regulations
or contract terms. We have invested significant human resources and information systems to improve the estimation
process; however, the services authorized and provided and related reimbursement are often subject to interpretation
that could result in payments that differ from our estimates. Additionally, updated regulations and contract
negotiations occur frequently, necessitating our continual review and assessment of the estimation process.

General and Professional Liability Reserves

We purchased a professional liability claims made reporting policy effective January 1, 2002. This
coverage is subject to a $750,000 deductible per occurrence for general and professional liability and an additional
$2.0 million self-insured retention for professional and general liability. The policy provides coverage up to $51.0
million for claims incurred during the annual policy term. We maintain a reserve for the anticipated claims within
these deductible and self-insured retentions. As of January 1, 2003, we increased our self-insurance retention to
$5.0 million. This increase in retention amount increases our exposure for claims occurring prior to December 31,
2002, and reported in 2003. In 2001 we maintained insurance for individual malpractice claims exceeding $50,000
per medical incident, subject to an annual maximum of $500,000 for claims occurring and reported in 2001. We
estimate our self-insured retention portion of the malpractice risks using historical claims data, demographic factors,
severity factors and other actuarial assumptions. The estimated accrual for malpractice claims could be significantly
affected should current and future occurrences differ from historical claims trends. The estimation process is also
complicated by the relatively short period of time in which we have owned some of our healthcare facilities, as

- occurrence data under previous ownership may not necessarily reflect occurrence data under our ownership. While
management monitors current claims closely and considers outcomes when estimating our insurance accruals, the
complexity of the claims and wide range of potential outcomes often hampers timely adjustments to the assumptions
used in the estimates.

Workers' Compensation Reserves

Workers’ compensation claims are insured with a large deductible with stop loss limits of $250,000 per
accident and a $6.6 million and $3.0 million minimum cap on total losses for the 2002 and 2001 years, respectively.
Our arrangement with the insurance provider allows us to prepay the expected amounts of annual workers’
compensation claims, which is based upon claims experience. The claims processor tracks payments for the policy
year. At the end of the policy year, the claims processor compares the total amount prepaid by us to the actual
amount paid by the claims processor. This comparison ultimately will result in a receivable from or a payable to the
claims processor.

We are fully insured in the commercial marketplace for workers’ compensation claims prior to January 1,
1999. We utilize loss run reports provided by the claims administrator to determine the appropriate range of loss
reserves for the 1999 and subsequent years. Our accruals are calculated to cover the risk from both reported claims
and claims that have been incurred but not yet reported.

Medical Claims Reserves

We maintain self-insured medical and dental plans for employees. Claims are accrued under these plans as
the incidents that give rise to them occur. We use a third-party administrator to process all such claims. Unpaid
claim accruals are based on the estimated ultimate cost of settlement, including claim settlement expenses, in
accordance with an average lag time and past experience. We have entered into a reinsurance agreement with an
independent insurance company to limit our losses on claims. Under the terms of this agreement, the insurance
company will reimburse us a maximum of $800,000 on any individual claim. While management believes that its
estimation methodology effectively captures trends in medical claims costs, actual payments could differ
significantly from our estimates, given changes in the healthcare cost structure or adverse experience.

33




Goodwill and Long-Lived Assets, Including Impairment

Our consolidated financial statements primarily include the following types of long-lived assets: property,
plant and equipment, goodwill and other intangible assets. Property, plant and equipment purchased in the normal
course of business are recorded at the cost of the purchase and a useful life is assigned based upon the nature of the
asset in comparison to our company’s palicy. We also, in connection with our acquisition of businesses, acquire
property, plant and equipment, goodwill and other intangible assets. We use outside firms to perform a valuation of
these acquired assets for the purpose of allocating the purchase price of the acquisition. As a result of the adoption
of Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other Intangible Assets (SFAS No.
142), we have obtained valuation reports to identify property, plant and equipment, as well as any intangible assets
purchased in our acquisitions. Based on the valuation reports completed to date, the only identifiable intangible
assets valued have been non-compete agreements and licenses and accreditations, which have had minimal
associated value; the remzinder was goodwill. In accordance with the new standard, we have not recognized
amortization of goodwill during the 2002 year.

Impairment of goodwill is governed by SFAS No. 142. In accordance with the adoption of SFAS No. 142,
we completed our transitional impairment test prior to June 30, 2002 as of the beginning of 2002. The results of our -
review indicated that no impairment was present related to the adoption of this accounting standard. Additionally,
we completed our annual impairment test as of October 1, 2002. Gur annual impairment test is based upon a
combination of market capitalization and projected EBITDA run-rate (adjusted for a multiple of earnings) for the
cousolidated Company. The results of this annual impairment test indicated no impairment has occurred.

Impairment of long-lived assets other than goodwill are governed by SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. We adopted this statement effective January 1, 2002. The adoption
of this statemnent did not have an impact on our results of operations or financial condition for the 2002 year.

Infiation

The healthcare industry is labor intensive. Wages and other expenses increase, especially during periods of
inflation and labor shortages. In addition, suppliers pass along to us rising costs in the form of higher prices. We
generally have been able to offset increases in operating costs by increasing charges for services, expanding
services, and implementing cost control measures to curb increases in operating costs and expenses. In light of cost
containment measures imposed by government agencies and private insurance companies, we do not know whether
we will be able to offset or control future cost increases, or be able to pass on the increased costs associated with
providing healthcare services to patients with government or managed care payors, unless such payors
correspondingly increase reimbursement rates.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our policy is not to hold or issue derivatives for trading purposes and to avoid derivatives with leverage
features. Our primary market risk involves interest rate risk. Our interest expense is sensitive to changes in the -
general level of interest rates. To mitigate the impact of fluctuations in interest rates, we generally maintain 50% -
75% of our debt at a fixed rate, either by borrowing on a long-term basis or entering into an interest rate swap. At
December 31, 2002, 76% of our outstanding debt was effectively at a fixed rate. Cur interest rate swap contract
ailows us to periodically exchange fixed rate and floating rate payments over the life of the agreement. Floating-rate
payments are based on LIBOR, and fixed-rate payments are dependent upon market levels at the time the interest
rate swap was consummated. Our interest rate swap is a cash flow hedge, which effectively converted an aggregate
notional amount of $28.5 million of floating rate borrowings to fixed rate borrowings at December 31, 2002, We
are exposed to credit losses in the event of nonperformance by the counterparty to the financial instrument. We
anticipate that the counterparty will fully satisfy its obligations under the contract.

The carrying amount of our total long-term debt, less current maturities, of $461.6 miltion and $330.8
million at December 31, 2002 and 2001, respectively, approximated fair value. At the December 31, 2002
borrowing level, a hypothetical 10% adverse change in interest rates, considering the effect of the interest rate hedge
agreement, would have no significant impact on our net income and cash flows. A hypothetical 10% adverse change
in interest rates on the fixed-rate debt would not have a material impact on the fair value of such debt.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements can be found beginning at page F-1 following this report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None
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PART i1
ITEM 14. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information with respect to the executive officers and directors of our company is incorporated by
reference from our proxy statement relating to the annual meeting of shareholders to be held on May 1, 2003, except
that the “Audit Committee Repert” included in the proxy statement is expressly not incorporated herein by
reference. Such proxy statement will be filed with the Securities and Exchange Commission not later than 120 days
subsequent to December 31, 2002.

Information with respect to compliance with Section 16(a) of the Securities Exchange Act of 1934 is
incorporated by reference from our proxy statement relating to the annual meeting of sharehclders to be held on
May 1, 2003.

ITEM 11. EXECUTIVE COMPENSATION

Information with respect to the compensation of our executive officers is incorporated by reference from
- our proxy statement relating to our annual meeting of shareholders to be held on May 1, 2003, except that the
“Comparative Performance Graph” and the “Compensation Committee Report on Executive Compensation”
included in the proxy statement are expressly not incorporated herein by reference. Such proxy statement will be
filed with the Securities and Exchange Comunission not later than 120 days subsequent to December 31, 2002.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Information with respect to the security ownership of certain beneficial owners of our common stock and
management and with respect to securities authorized for issuance under equity compensation plans is incorporated
by reference from our proxy statement relating to the annual meeting of shareholders to be held on May 1, 2003.
Such proxy statement will be filed with the Securities and Exchange Comimission not later than 120 days subsequent
to December 31, 2002. '

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information with respect to certain relationships and related transactions between our company and its
executive officers and directors is incorporated by reference from our proxy statement relating to the annual meeting
of shareholders to be held on May 1, 2003. Such proxy statement will be filed with the Securities and Exchange
Commission not later than 120 days subsequent to December 31, 2002.

ITERM 14, CONTROLS AND PROCEDURKS
Evaluation of Disclosure Controls and Procedures

Within 50 days prior to the date of this report, cur company carried out an evaluation, under the supervision
and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, of
the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Exchange Act
Rule 13a-14(c)). Based on their evaluation of such controls and procedures, our Chief Executive Officer and Chief
Financial Officer concluded that our disclosure controls and procedures are effective to ensure that information
required to be disclosed by our company in the reports we file under the Securities Exchange Act of 1934, as
amended, is recorded, processed, summarized and reported within the time periods specified in the rules and forms
of the Securities and Exchange Commission and that such informaticn is accumulated and communicated to
management, including our chief executive officer and chief financial officer, as appropriate to allow timely
decisions regarding required disclosure.
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Changes in Internal Contrels

We continue to evaluate our internal controls and procedures and implement additional procedures to
ensure accurate and consistent reporting of results from period to period. We are implementing a plan to strengthen
our internal controls and procedures for financial reporting during 2003. As a result of our review and evaluation,
we intend to take the following actions to strengthen our internal controls:

e  Require that written documentation of reviews conducted by our reimbursement department be
furnished to specific levels of management for their use in monitoring and updating the contractual
adjustment percentages within our exhibit system;

¢  Refine our policy related to determining our allowance for doubtful accounts, to include specific
calculations for all financial classes, based on aging of these accounts;

¢  Substantiate and monitor our policy related to determining our allowance for doubtful accounts by
looking at historical activity in our allowance for doubtful accounts, and comparing the actual activity
to anticipated activity; and

e  Refine our policy related to recording filed cost reports, to require that cost reports be recorded within
30 days of filing. Estimates related to cost report items will continue to be challenged and adjusted, as
necessary, on a monthly basis.

We are in the process of implementing the procedures set forth above. We estimate that these procedures,
if implemented during 2002, would not have had, individually or in the aggregate, a material impact on our reported
financial results. We will continue to evaluate the effectiveness of our internal controls and procedures on an
ongoing basis, and will take further action as appropriate. Except as noted herein, there have been no significant
changes in our internal controls or in other factors that could significantly affect these controls subsequent to the
date of the evaluation referred to above.
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PARTIV

ITEM 15. EXHIBITS, CONSOLIDATED FINANCIAL STATEMENT SCHEDULES AND REPORTS
ON FORM 8-K

{2)(1) and (a)(2) List of Financial Statements and Financial Statement Schedule

The Consolidated Financial Statements and Financial Statement Schedule of our company required to be
included in Part II, Item 8 are indexed on Page F-1 and submitted as a separate section of this report.

{a)(3) Exhibits

Exhibit

Number Description of Exhibit

21 Agreement and Plan of Merger, dated as of November 27, 1996, among Brim, Inc., Brim Senior
Living, Inc., Encore Senior Living, L.L.C. and Lee Zinsli (b)

2.2 Agreement and Plan of Merger, dated as of December 16, 1996, between Brim, Inc. and Carryco, Inc.
(b)

2.3 Plan and Agreement of Merger, dated as of December 17, 1996, among Brim, Inc., Principal Hospital

Company and Principal Merger Company (b)

2.4 Amended and Restated Agreement and Plan of Merger, dated as of January 15, 1998, between
Principal Hospital Company and Province Healthcare Company (d)

3.1 Amended and Restated Certificate of Incorporation of Province Heaithcare Company, as filed with the
Delaware Secretary of State on June 16, 2000 (i)

32 Certificate of Amendment to the Amended and Restated Certificate of Incorporation of Province
Healthcare Company, as filed with the Delaware Secretary of State on May 22, 2002 ()

33 Amended and Restated Bylaws of Province Healthcare Company (n)

4.1 Form of Common Stock Certificate (f)

4.2 Indenture, dated as of November 20, 2000 between Province Healthcare Company and National City
Bank, including the forms of Province Healthcare Company’s 4%% Convertible Subordinated Notes
due 2005 (j)

4.3 Registration Rights Agreement, dated as of November 20, 2000, among Province Healthcare Company

and Merrill Lynch & Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Credit Suisse First
Boston Corporation, UBS Warburg LLC, First Union Securities, Inc. and Robertson Stephens, Inc. as
Initial Purchasers (j)

44 Indenture, dated as of October 10, 2001 between Province Healthcare Company and National City
Bank, including the forms of Province Healthcare Company’s 4% Convertible Subordinated Notes
due 2008 (1)

4.5 Registration Rights Agreement, dated as of October 10, 2001, among Province Healthcare Company |

and Merrill Lynch & Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated, First Union Securities,
Inc., UBS Warburg LLC and Banc of America Securities LLC as Initial Purchasers (1)
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Number

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Description of Exhibit

Rights Agreement, dated as of January 3, 2003, between Province Healthcare Company and Wachovia
Bank, N.A. (1)

Stockholders Agreement, dated as of December 17, 1996, by and among Brim, Inc., GTCR Fund 1V,
L.P., Leeway & Co., First Union Corporation of Virginia, AmSouth Bancorporation, Martin S. Rash,
Richard D. Gore, Principal Hospital Company and certain other stockholders (a)

First Amendment to Stockholders Agreement, dated as of July 14, 1997, by and among Province

Healthcare Company, GTCR Fund IV, L.P., Martin S. Rash, Richard D. Gore and certain other
stockholders (<)

Second Amendment to Stockholders Agreement, dated as of September 30, 1997, between Province
Healthcare Company, GTCR Fund IV, L.P., Martin S. Rash, Richard D. Gore and certain other
stockholders {c)

Registration Agreement, dated as of December 17, 1996, by and among Brim, Inc., Principal Hospital
Company, GTCR Fund IV, L.P,, Leeway & Co., First Union Corporation of Virginia, AmSouth

Bancorporation and certain other stockholders {a)

Senior Management Agreement, dated as of December 17, 1996, between Brim, Inc., Martin S. Rash,
GTCR Fund IV, L.P,, Leeway & Co. and Principal Hospital Company (a)

First Amendment to Senior Management Agreement, dated as of July 14, 1997, between Province
Healthcare Company, Martin S. Rash and GTCR Fund IV, L.P. (c)

Second Amendment to Senior Management Agreement, dated as of October 15, 1997, between
Province Healthcare Company, Martin S. Rash and GTCR Fund IV, L.P. (¢)

Executive Severance Agreement by and between Province Healthcare Company and Martin S. Rash,
dated October 18, 1999 (h)**

Executive Severance Agreement by and between Province Healthcare Company and James Thomas
Anderson, dated October 18, 1999 (h)**

Executive Severance Agreement by and between Province Healthcare Company and John M.
Rutledge, dated October 18, 1999 (h)**

Executive Severance Agreement by and between Province Healthcare Company and Howard T. Wall,
I1I, dated October 18, 1999 (h)**

Executive Severance Agreement by and between Province Healthcare Company and Brenda B. Rector
dated October 18, 1999 (*)**

Executive Severance Agreement by and between Province Healthcare Company and Samuel H.
Moody, dated August 22, 2002 (q)**

Executive Severance Agreement by and between Province Healthcare Company and Christopher T.
Hannon, dated October 23, 2002 (*) **

Province Healthcare Company Amended and Restated Employee Stock Purchase Plan (p)(**)




Exhibit
Number

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

Description of Exhibit

Province Healthcare Company Amended and Restated 1997 Long-Term Equity Incentive Plan (p)**

Lease Agreement, dated October 1, 1996, by and between County of Starke, State of Indiana, and
Principal Knox Company (a) '

Lease Agreement, dated December 1, 1993, by and between Palo Verde Hospital Association and
Brim Hospitals, Inc. (b)

Lease Agreement, dated May 15, 1986, as amended, by and between Fort Morgan Community
Hospital Association and Brim Hospitals, Inc. (b)

Lease Agreement, dated April 24, 1996, as amended, by and between Parkview Regional Hospital,
Inc. and Brim Hospitals, Inc. (b)

Lease Agreement and Annex, dated June 30, 1997, by and between The Board of Trustees of Needies
Desert Communities Hospital and Principal-Needles, Inc. (a)

Lease and Management Agreement and Annex, dated June 9, 1998, by and between St. Landry Parish
Hospital Service District No. 1 and PHC-Eunice, Inc. (m)

Lease Agreement, dated February 15, 2000, by and between The City of Ennis, Texas, PRHC-Enunis,
L.P. and Province Healthcare Company (m)

Lease Agreement and Annex, dated as of December 7, 2001, by and among Hospital Service District
No. 2 of the Parish of St. Mary, State of Louisiana, PHC-Morgan City, L.P. and Province Healthcare

Company. (m)
Lease Agreement, dated December 17, 1995, between Brim, Inc. and Encore Senior Living, L.L.C. (b)

Corporate Purchasing Agreement, dated April 21, 1997, between Aligned Business Consortium Group
and Principal Hospital Company (a)

First Amendment to Securities Purchase Agreement, dated as of December 31, 1997, between
Principal Hospital Company and Leeway & Co. (c)

Amended and Restated Agreement of Limited Partnership, dated June 30, 1997, between PHC of
Delaware, Palestine-Principal G.P., Inc., Palestine-Principal, Inc. and Mother Frances Hospital
Regional Healthcare Center (k)

Amended and Restated Participation Agreement, dated as of November 13, 2001, among Province
Healthcare Company, as Construction Agent and Lessee, various parties as Guarantors, Wells Fargo
Bank Northwest, National Association, as the Owner Trustee under the PHC Real Estate Trust 1998-1,
various banks and lending institutions as Holders, various banks and lending institutions as Lenders,
Bank of America, N.A. as Syndicate Agent, UBS Warburg LLC, as Co-Documentation Agent, Merrill
Lynch, as Co-Documentation Agent, First Union Securities, Inc., as Sole Book-Runner and Co-Lead
Arranger, Bank of America, N.A., as Co-Lead Manager and First Union National Bank, as Agent (m)
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Number

10.30

10.31

10.32

10.33

10.34

21.1

23.1

(a)

(b)

(©)

(@

(e)

®

(8)

(b)

Description of Exhibit

Amendment No. 1 to Certain Operative Agreements dated as of March 29, 2002, among Province
Healthcare Company, as the Lessee and as the Construction Agent, the various parties thereto from
time to time, as guarantors, Wells Fargo Bank Northwest, National Association (formerly known as
First Security Bank, National Association), as the Owner Trustee, the various banks and other lending
institutions which are parties thereto from time to time, as holders, the various banks and other lending
institutions which are parties thereto from time to time, as lenders and First Union National Bank, as
the agent for the lenders and respecting the Security Documents, as the agent for the Lenders and the
Holders, to the extent of their interests (o)

Third Amended and Restated Senior Credit Agreement, dated as of November 13, 2001, among
Province Healthcare Company, First Union National Bank, as Agent and Issuing Bank, and various
parties thereto (m)

Asset Purchase Agreement, dated April 29, 1998, between Province Healthcare Company, PHC-Lake
Havasu, Inc. and Samaritan Health System (e)

Asset Sale Agreement, dated July 23, 1999, between Tenet Healthcare Corporation and Province
Healthcare Company (g)

Amendment No. 1 to Asset Sale Agreement, dated September 29, 1999, between Tenet Healthcare
Corporation and Province Healthcare Company (g)

Subsidiaries of the Registrant *

Consent of Ernst & Young LLP *
Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-1,
filed August 27, 1997, Registration No. 333-34421

Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-1/A
filed October 8, 1997, Registration No. 333-34421

Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-1/A
filed November 13, 1997, Registration No. 333-34421

Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-1/A
filed February 5, 1998, Registration No. 333-34421

Incorporated by reference to the exhibits filed with the Registrant’s Current Report on Form §-K, dated
May 14, 1998, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-3/A
filed June 11, 2002, Registration No. 333-86578

Incorporated by reference to the exhibits filed with the Registrant’s Current Report on Form 8-K, dated
October 18, 1999, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Quarterly Report filed on Form 10-Q,
for the quarterly period ended March 31, 2000, Commission File No. 0-23639
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(k)

M

(m)

(m)

(0

®

@

@

™)
**)
)

Hannon as Senior Vice President and Chief Financial Officer.

Amended and Restated Bylaws.

Incorporated by reference to the exhibits filed with the Registrant’s Quarterly Report filed on Form 10-Q,
for the quarterly period ended June 30, 2000, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-3,
dated January 24, 2001, Registration No. 333-54192

Incorporated by reference to the exhibits filed with the Registrant’s Annual Report on Form 10-K, for the
fiscal period ended December 31, 2000, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Registration Statement on Form S-3,
filed December 20, 2001, Registration No. 333-75646

Incorporated by reference to the exhibits filed with the Registrant’s Annual Report filed on Form 10-K for
the fiscal period ended December 31, 2001, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Current Report on Form 8-K, dated
December 12, 2002, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Quarterly Report filed on Form 10-Q
for the quarterly period ended March 31, 2002, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Definitive Proxy Statement on
Schedule 14A, filed on April 26, 2002, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Quarterly Report on Form 10-Q for the
quarterly period ended September 30, 2002, Commission File No. 0-23639

Incorporated by reference to the exhibits filed with the Registrant’s Current Report on Form 8-K, dated
January 3, 2003, Commission File No. 0-23639

Filed herewith
Management Compensatory Plan or Arrangement
Reports on Form 8-K

On October 24, 2002, we filed a Current Report on Form 8-K to report the appointment of Christopher T.

On December 13, 2002, we filed a Current Report on Form 8-K to report the adoption of our company’s

42




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Province Healthcare Company

By: /s/ Brenda B. Rector
Brenda B. Rector
Vice President and Controller

POWER OF ATTORNEY

The undersigned directors of Province Healthcare Company, a Delaware corporation, do hereby constitute
and appoint Martin S. Rash their lawful attorney and agent with full power and authority to do any and all acts and
things and to execute any and all instruments which said attorney and agent may determine to be necessary or
advisable or required to enable said corporation to comply with the Securities Exchange Act of 1934, as amended,
and any rules or regulations or requirements of the Securities and Exchange Commission in connection with this
Annual Report on Form 10-K. Without limiting the generality of the foregoing power and authority, the powers
granted include the power and authority to sign the names of the undersigned directors in the capacities indicated
below to this Annual Report on Form 10-K or amendments or supplements thereto, and each of the undersigned
hereby ratifies and confirms all that said attorney and agent shall do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

/s/ Martin S. Rash Chairman of the Board and March 21, 2003
Martin S. Rash Chief Executive Officer

/s/ John M. Rutledge President, Chief Operating Officer and March 21, 2003
John M. Rutledge Director

/s/ Winfield C. Dunn Director March 21, 2003
Winfield C. Dunn

/s/ Paul J. Feldstein Director March 21, 2003
Paul J. Feldstein

/s/ David R. Klock Director March 17, 2003
David R. Klock

/s/ Joseph P. Nolan Director March 21, 2003
Joseph P. Nolan

/s/ David L. Steffy Director March 21, 2003
David L. Steffy

/s/ Christopher T. Hannon Senior Vice President and March 21, 2003
Christopher T. Hannon Chief Financial Officer
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PROVINCE HEALTHCARE COMPANY

CERTIFICATION PURSUANT TO

18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Martin S. Rash, certify that:
1. I have reviewed this annual report on Form 10-X of the Registrant, Province Healthcare Company;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary in order to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash flows of
the Registrant as of, and for, the periods presented in this annual report;

4. The Registrant’s other certifying officers and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the Registrant, and we
have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The Registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors:

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the Registrant’s ability to record, process, summarize and report financial data and have
identified for the Registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the Registrant’s internal controls; and

6. The Registrant’s other certifying officers and I have indicated in this annual report whether or not
there were significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March2\, 2003 /Q%;B i ﬁ

Martin S. Rash
Chief Executive Officer




PROVINCE HEALTHCARE COMPANY

CERTIFICATION PURSUANT TO

18 U.S.C. §1350,
AS ADCPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

1, Christopher T. Hannon, certify that:

L. I have reviewed this annual report on Form 10-K of the Registrant, Province Healthcare Company;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary in order to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash flows of
the Registrant as of, and for, the periods presented in this annual report;

4. The Registrant’s other certifying officers and I are responsible for establishing and maintaining

disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the Registrant, and we
have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The Registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors:

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the Registrant’s ability to record, process, summarize and report financial data and have
identified for the Registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the Registrant’s internal controls; and

6. The Registrant’s other certifying officers and I have indicated in this annual report whether or not
there were significant changes in internal controls or in other factors that could significantly affect internal controls

subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March2!, 2003 )
[ T~

Christopher T. Hannon

Chief Financial Officer




PROVINCE HEALTHCARE COMPANY
FORM 10-K - ITEM 8§ AND ITEM 15 (a) (1) AND (2)

INDEX TO FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULE

The following financial statements and financial statement schedule are included as a separate section of this report:

Page
Annual Financial Statements
Report of Independent AUGITOLS. ........ocouiiiiiceiiii e et e s a e s ses F-2
Consolidated Balance Sheets at December 31, 2002 and 2001 ......ccoiviiveiiienvieeniciinieeerresre e seresreesinnss F-3
Consolidated Statements of Income for the Years Ended December 31, 2002, 2001 and 2000................ F-4
Consolidated Statements of Changes in Stockholders’ Equity for the Years Ended December 31, 2002,

2001 AN 2000.......coeeieeieieere ettt e bt st a et et e er e b s et et bR e R e s et b s enea e Rt st eb e sear b e anbben F-5
Consolidated Statements of Cash Flows for the Years Ended December 31, 2002, 2001 and 2000........ F-6
Notes to Consolidated Financial Statements..........ccvviieriirininier e sres o screeseesre s e seesessessesnenses F-7
Schedule II — Valuation and Qualifying ACCOURLS ........cccoruruirierrereriennesieieerresereossermersesseseersessassessessesarnes S-1

All other schedules for which provision is made in the applicable accounting regulations of the Securities
and Exchange Commission are not required under the related instructions or are inapplicable and, therefore, have
been omitted.
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REPORT OF INDEPENDENT AUDITORS

Board of Directors
Province Healthcare Company

We have audited the accompanying consolidated balance sheets of Province Healthcare Company and
subsidiaries as of December 31, 2002 and 2001, and the related consolidated statements of income, changes in
stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2002, Our audits
also included the financial statement schedule listed in the Index at Item 15(a). These financial statements and
schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements and schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Province Healthcare Company and subsidiaries at December 31, 2002 and 2001,
and the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2002, in conformity with accounting principles generally accepted in the United States. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken
as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 2 to the consolidated financial statements, the Company changed, in 2002, its method
of accounting for goodwill and other intangible assets, and in 2001, its method of accounting for business
combinations.

/s/ Emst & Young LLP

Nashville, Tennessee
February 21, 2003
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PROVINCE HEALTHCARE COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents.......ccooveeiicnniie e e
Accounts receivable, less allowance for doubtful accounts of
$68,158 in 2002 and $49,678 iIn 2001 .......ccccovvvreieiertiiee e seren e eennees
IIVEIEOTIES .. teeerreiieirresrererteeseeestreesresertnesaaesebeesenesreeseraeentassseessanensaesranararansan
Prepaid expenses and Other ..........ccovivenininenereeresesseeeineens

TOtA]l CUITENE ASSELS. .. ivieiieiiiiie it er e s srreeesseeeestaeeeesnbesessenne

Property, plant and eqUIPMENt, TIEL.........cc.oovvinierivcerneeri et
GOOAWILL ...ttt en et se s st
Unallocated purchase PriCe.........ocvvrirerenniiriererrinieseneseeresesessessnsseseesussesanns
BT e et e re e e neen

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts PAYADIE ... e
Accrued salaries and benefits .........vuvvevirriivivininneieerr e seee s
ACCTUEH BXPEIISES ...cververeeierireirererteetieeeteseecaneeseseereressesssbearesesesssmessnsenesesssrasenes
Current maturities of long-term obligations...........c.ccceereviverceienierierenenararens
Total current Habilities ........corvvvererririnirerensienesereesesessesneseseneseesessneseees

Long-term obligations, less current Matirities.........coovrrvererereneeroreresercneneenenne
Other HabilIties .......coooviriieiiie et s s
MIDOTItY INLETEST ...ovviriiiiiiiiirii e e et

Stockholders’ equity:

Preferred stock-- $0.01 par value, 100,000 shares authorized, none issued
and OULSIANAING ... ..coveereeiieeeeeertser et ere e sesrsee st re e b s e senas

Common stock--30.01 par value; 150,000,000 and 50,000,000 shares
authorized at December 31, 2002 and 2001, respectively; issued and
outstanding 48,581,549 and 47,488,984 shares at December 31, 2002 and
2001, TESPECHIVELY ... cctiriiicerririe ettt et e

Additional paid-in-capital ............cccoieiniiinii

Retained EarmiIES ...o.vevererererieniereeeceeiree s seesbesteese b s e seenbere s sressesaesneen

Accumulated other comprehensive 108 ...

See accompanying notes.
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December 31,

2002 20601
(In thousands)
14,417 $ 39,375
117,431 109,826
19,835 15,926
14,071 21,515
165,754 186,642
447,379 306,494
319,390 180,497
466 49,013
38,722 37,251
971,711 $ 759,897
20,162 § 17,515
25,380 18,867
13,198 12,139
1,668 1,879
60,408 $ 50,400
461,576 330,838
33,913 14,000
2,612 2,654
486 475
304,102 288,948
109,567 73,455
(953) (873)

413,202 362,005
971,711 § 759,897




PROVINCE HEALTHCARE COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,
2002 2001 2009
(In thousands, except per share data)
Revenue:
$680,882 $509,061 § 445,772
23,465 21,678 24,086
Net operating revenue 704,347 530,739 469,858
Expenses:
Salaries, wages and benefits 277,843 205,628 180,881
Purchased services 74,498 50,723 48,573
Supplies 87,473 59,341 54,465
Provision for doubtful accounts 56,765 49,283 43,604
Other operating expenses 82,394 58,758 51,053
Rentals and leases 9,042 7,536 7,164
Depreciation and amortization 34,231 30,179 26,629
Interest expense 21,957 12,090 16,657
Minority interest 34 267 178
(Gain) loss on sale of assets (77) 196 5,979
Total expenses 644,160 474,001 435,183
Income before INCOME tAXES ...evvviiiverereireeieecrrernneeecrerscsensraessreerannaes 60,187 56,738 34,675
INCOME tAXES ..cvvveiiiecieeeeieiie et rere e s erreesbeessbesesae s ssassasesrnsennrerarenss 24,075 23,830 14,737
NETINCOIMIC ... vvvereerreseeerersirrerreeeesireeraessreesseeseensesseastasssessesssassnensesans $ 36,112 $ 32,908 $ 19,938
Earnings per share:
BaSIC. ettt s ettt e it et are e enes $ 075 $ 0.70 $§ 047
DIIULEG......cvveeierreereee et e e seesae e e e sre s b ssaesra e rraereeseae $§ 0.73 $ 0.67 $ 045

See accompanying notes,




PROVINCE HEALTHCARE COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCCKHOLDERS’ EQUITY
(Dollars in thousands)

Accumulated
Additional Other
Commion Stock Paid-In Retained Comprehensive
Shares Amount Capital Earnings Loss Total
Balance at December 31, 1999 .....cooovnviniinnicniiicrnn, 35,419,608 § 354 $163,396 $ 20,609 3 - $ 184,359
Exercise of stock options .......c.c.coevvieinccninnnn, 1,393,908 13 10,198 - -- 10,211
Income tax benefit from stock options exercised ..... -~ -- 4,991 -- - 4,991
Issuance of common stock from employee stock '
purchase plan ....................................................... 48,732 — 350 — - 350 -
Issuance of common stock from offering... 9,500,634 96 94,668 - - 94,764
OtRET ..o e - - 101 -~ - 101
Net income....cooovevcrnnneccrncas - - - 19,938 -- 19,938
Balance at December 31, 2000. .. 46,362,882 463 273,704 40,547 - 314,714
Exercise of stock options .........veoveiniccniinnicninnns 844,339 9 9,966 - -- 9,975
Income tax benefit from stock options exercised ..... - - 3,287 -- - 3,287
Treasury StOCK......covcrcirecrrriemneresminesssn e (2,319) -- (45) - -~ (45)
Issuance of common stock from employee stock )
purchase p]an ...................................................... 284,082 3 2,036 — - 2,039
Net income - - - . 32,908 - 32,908
Cumulative effect of change in accounting for
derivative financial instruments net of tax - - - = (58) (58)
Of $42 .o
Change in fair value of derivatives, net of tax
OF $504 ..ot e — - — - (8]5) (815)
Comprehensive iNCOmME......cc..cemcrciminniienie s - - - - - 32,035
Balance at December 31, 2001. .. 47,488,984 475 288,948 73,455 (873) 362,005
Exercise of stock options ........ccccervivernnnriccnicnnnes 1,031,998 10 9,949 - - 9,959
Income tax benefit from stock options exercised ..... . - - 4,003 - - 4,003
Treasury StOCK. ...ccov e 1,545 - 45 - - 45
Issuance of common stock from employee stock
purchase p]aﬂ ....................................................... 59,022 1 1,032 — - 1,033
Other...cooevnnne - - 125 -- - 125
Net income - -- - 36,112 - 36,112
Change in fair value of derivatives, net of tax
OF 853 et bt — - — — (80) (80)
Comprehensive iNCOME .......c.ccovivninnnicnmssnnens - - - - - 36,032
Balance at December 31, 2002............ e 48,581,549 $ 486 $304,102 $109,567 $ (953) $ 413202

See accompanying notes.
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PROVINCE HEALTHCARE COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIE
INEL HICOMIE  1..vvevevevarserereesdesnars et b s ss e ssat s bsssessess st ensessesrasssssssssnes
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization...........cco.vvceerecensnereninnesseernnenssesesses
Provision for doubtful aCCOUNtS.......ccorverrerreiririereeriseeeriirenaines
Deferred iNCOmE taXes ....cocoverereerennerineneennre oo neeseeseniens
Provision for professional liability .........ccocorcvrenercnecrncrieneees
(Gain) loss on sale 0f aSSEtS......ccvveeernriireiriecee et
Changes in operating assets and liabilities, net of
effects from acquisitions and disposals:
Accounts reCeIVable ... s
INVEIEOTIES. ....ovviveeiererii ettt eer sttt ne
Prepaid expenses and other.........cc.vviervinernncrneroenennnne
Other @SS€1S . uevuiruveeerireeeiererirrne st erirsieesereesieeresresrae st ereseesessnsacons
Accounts payable and accrued expenses..........cocveveerirricrnnn,
Accrued salaries and benefits...........cocovivecnnne e s
Other Habilities. ......covviveniriierrr et reneas

Net cash provided by operating activities .......ccoveeninniiniiviinrnenn
INVESTING ACTIVITIES :

Purchase of property, plant and equipment ............ccovvveererreerenenneens )

Purchase of acquired hospitals, net of cash received.........ccccceenennenn
Proceeds from sale Of hoSPItals.......cccovevecenienrreriirenniincrsncsns
Proceeds from sale of 88SetS......coevervierirnnninnrre s
Net cash used in investing aCtVIHES........coovirinininiin e
FINANCING ACTIVITIES
Proceeds from long-term debt........ccocovieiinininnccniencrieeerenenn
Repayments of debt.....c.ooovvieerircinireneiecerecrrsier e srreesneeesene
Issuance of common StOCK ........ccvvrevrircnmiveressicns s

Net cash provided by financing activities .......cccoccvcvvvrniinccnrcencnne,

Net increase {decrease) in cash and cash equivalents ..........c.cccovevrencae
Cash and cash equivalents at beginning of period..........ccceeevvveerrrnenen.

Cash and cash equivalents at end of period..........cocovvnvenininnennene.

SUPPLEMENTAL CASH FLOW INFORMATION
Interest paid during the period .......c.cocvvvrrerencee e

Income taxes paid during the period ...........cccvevevecrrinerevnncncrninans

ACQUISITIONS
ASSELS ACQUITED.....cvivieiriiiiiecterr e e ss e et n e e e
Liabilities aSSUMEd.........c...coivvriiieiireieeeisceeccerieeesiesessaeesensesesraeeseans

See accompanying notes.

Year Ended December 31
2002 2001 2000
(In thousands)
- $ 36,112 $ 32,908 $ 19,938
34,231 30,179 26,629
56,765 49,283 43,604
9,299 6,469 (5,316)
7,209 200 15
(77 196 5,979
(51,266) (62,299) (51,319)
(1,258) (1,574) (1,610)
6,548 (15,357) 1,498
493 (935) (11,207)
(5,956) (2,563) 435
(42) 993 3,514

18 930 471

- -- 34
92,076 38,430 32,665
(46,328) (72,207) (44,045)
(171,157) {97,607) (31,399)
-- - 30,630

- - 4,121
(217,485) (169,814) ~ (40,693)
134,321 337,939 252,462
(44,907)  (179,149)  (349,860)
11,037 -~ 11,969 105,325

- - 101
100,451 170,759 8,028
(24,958) 39,375 -
39,375 - -

$ 14417 $ 39,375 $ --
$ 19,958 $ 9,742 $ 16,913
$14848  $28185 $ 9,870
$181,268 $109,014 $ 35,925
(10,111) (11,407) (4,526)
$171,157 $ 97,607 $ 31,399




PROVINCE HEALTHCARE COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FENANCIAL STATEMENTS
December 31, 2002

1. ORGANIZATION

Province Healthcare Company (the “Company”) was founded on February 2, 1996, and is engaged in the
business of owning, leasing and managing hospitals in non-urban communities throughout the United States. At
December 31, 2002, the Company owned or leased 20 general acute care hospitals in 13 states, with a total of 2,280
licensed beds that accounted for 97.9%, 97.0% and 96.0% of our net operating revenue in 2002, 2001, and 2000,
respectively. At December 31, 2002, the Company also provided management services to 36 non-urban hospitals in
14 states, with a total of 2,897 licensed beds.

2. ACCOUNTING POLICIES
Basis of Consolidation

The consolidated financial statements include the accounts of the Company, its majority-owned
subsidiaries and partnerships in which the Company or one of its subsidiaries is a general partner and has a majority
voting interest. All significant intercompany accounts and transactions have been eliminated in consolidation.

Reclassifications

Certain reclassifications have been made to the prior year financial statements to conform to the 2002
presentation. These reclassifications had no effect on net income as previously reported.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those estimates.

Cash Equivalents

Cash equivalents include all highly liquid investments with an original maturity of three months or less
when acquired. The Company places its cash in financial institutions that are federally insured and limits the amount
of credit exposure with any one financial institution.

Patient Accounts Receivable

The Company’s primary concentration of credit risk is patient accounts receivable, which consist of
amounts owed by various governmental agencies, insurance companies and private patients. The Company manages
the receivables by regularly reviewing its accounts and contracts and by providing appropriate allowances for
uncollectible amounts. The allowance for doubtful accounts increased, as a percentage of accounts receivable net of
contractual adjustments, to 36.7% in 2002 from 31.1% in 2001. Significant concentrations of gross patient accounts
receivable at December 31, 2002 and 2001, consist of receivables from Medicare of 21.1% and 26.0%, respectively,
and Medicaid of 10.2% and 14.0%, respectively. Concentration of credit risk relating to accounts receivable is
limited to some extent by the diversity and number of patients and payors.

Inventories

Inventories are stated at the lower of cost, determined by the first-in, first-out method, or market.




Property, Plant and Equipment

Property, plant and equipment are stated on the basis of cost. Routine maintenance and repairs are charged
to expense as incurred. Expenditures that increase values, change capacities or extend useful lives are capitalized.
Depreciation is computed by the straight-line method over the estimated useful lives of the assets, which range from
3 to 40 years. Amortization of equipment under capital leases is included in the provision for depreciation.

Intangible Assets

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards (SFAS) No. 141, Business Combinations (“SFAS No. 141”) and SFAS No. 142, Goodwill and Other
Intangible Assets (“SFAS No. 142”). SFAS No. 141 was effective July 1, 2001, and SFAS No. 142 was effective
January 1, 2002. Under the new rules in SFAS No. 142, goodwill and indefinite lived intangible assets from
acquisitions prior to July 1, 2001, are no longer to be amortized effective January 1, 2002, but are subject to annual
impairment tests. In accordance with the new rules, goodwill resulting from acquisitions after June 30, 2001, has
not been amortized. Other intangible assets will continue to be amortized over their useful lives. The Company
applied the new rules on accounting for goodwill and other intangible assets beginning in the first quarter of 2002.
During 2002, the Company performed the transition and annual impairment tests of goodwill and indefinite lived
intangible assets as of January 1, 2002 and October 1, 2002, respectively. These tests had no impact on the earnings
and financial position of the Company. (See Note 3.)

Other Assets

, Deferred loan costs are included in other noncurrent assets and are amortized by the interest method over
the term of the related debt. At December 31, 2002 and 2001, deferred loan costs totaled $20,270,000 and
$19,850,000, respectively, and accumulated amortization totaled $8,537,000 and $5,577,000, respectively.

Risk Management

The Company purchased a professional liability claims made reporting policy effective January 1, 2002,
This coverage is subject to a $750,000 deductible per occurrence for general and professional liability and an
additional $2.0 million self-insured retention for general and professional liability. The policy provides coverage up
to $51.0 million for claims incurred during the annual policy term. As of January 1, 2003, the Company increased
our self-insurance retention to $5.0 million. This increase in retention amount increases our exposure for claims
occurring prior to December 31, 2002, and reported in 2003. We maintain a reserve for the anticipated claims within
these deductible and self-insured retentions. In 2001, the Company maintained insurance for individual malpractice
claims exceeding $50,000 per medical incident, subject to an annual maximum of $500,000 for claims occurring and
reported in 2601, The Company estimates its self-insured retention portion of the malpractice risks using historical
claims data, demographic factors, severity factors and other actuarial assumptions.

Workers’ compensation claims are insured with a large deductible with stop loss limits of $250,000 per
accident and 2 $6.6 million and $3.0 millicn minimum cap on total losses for the 2002 and 2001 years, respectively.
The Company’s artangement with the insurance provider allows us to prepay the expected amounts of annual
workers’ compensation claims, which is based upon claims experience. The claims processor tracks payments for
the policy year. At the end of the policy year, the claims processor compares the total amount prepaid by us to the
actual amount paid by the claims processor. This comparison will ultimately result in a receivable from or a payable
to the claims processor.

The Company is fully insured in the commercial marketplace for workers’ compensation claims prior to
January 1, 1999. The Company utilized loss run reports provided by the claims administrator to determine the
appropriate range of loss reserves for the 1999 and subsequent years. The Company’s accruals are calculated to
cover the risk from both reported claims and claims thai have been incurred but not yet reported.

The Company maintains self-insured medical and dental plans for employees. Claims are accrued under
these plans as the incidents that give rise to them occur, The Company uses a third-party administrator to process
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all such claims. Unpaid claim accruals are based on the estimated ultimate cost of settlement, including claim
settlement expenses, in accordance with an average lag time and past experience. The Company has entered into a
reinsurance agreement with an independent insurance company to limit our losses on claims. Under the terms of
this agreement, the insurance company will reimburse the Company a maximum of $800,000 on any individual
claim.

Other Noncurrent Liabilities

Other noncurrent liabilities consist primarily of insurance liabilities, supplemental deferred compensation
liability, and deferred income taxes.

Patient Service Revenue

Net patient service revenue is reported as services are rendered at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered, including estimated retroactive adjustments under
reimbursement agreements with third-party payors. Estimated settlements under third-party reimbursement
agreements are accrued in the period the related services are rendered and adjusted in future periods as final
settlements are determined. (See Note 7.)

Stock Based Compensation

The Company, from time to time, grants stock options for a fixed number of common shares to employees
and directors. The Company accounts for employee stock option grants using the intrinsic value method in
accordance with Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (“Opinion
25”), and related interpretations, and accordingly, recognizes no compensation expense for the stock option grants
when the exercise price of the options equals, or is greater than, the market price of the underlying stock on the date
of grant.

Had compensation cost for the Company’s stock-based compensation plans been determined based on the
fair value at the grant date for awards under these plans consistent with the methodology prescribed under SFAS No.
123, Accounting for Stock-Based Compensation (“SFAS No. 123”), net income and earnings per share would have
been reduced to the pro forma amounts indicated in the following table.

2002 2001 2000
Net income — as TEPOTEA ..ovvcverviererieririeseeiree e eenseneees $ 36,112 $ 32,908 $ 19,938
Less pro forma effect of stock option grants.........ccccceverenenn. (10,922) (8,452) (5,858)
Pro forma net iNCOIME. ......ooveveriiirieenrieirenreiireereere e ensesisinnens $ 25,190 $ 24,456 $ 14,080
Eamnings per share — as reported
BaSIC....eieiireeeeiriier et e s sss st sa e tanena $ 075 $ 070 $ 047
DiIIUtEd.....oiviiereierierrenie st seencsre e sese e se st st asesns s snne $ 073 $ 067 $ 045
Eamings per share — pro forma
BASIC vttt ettt a e e $§ 052 $ 052 § 033
DIluted ....ccovviiiirieiee e e e § 051 $§ 050 $ 031

Interest Rate Swap Agreements

The Company enters into interest rate swap agreements as a means of managing its interest rate exposure.
The differential to be paid or received is recognized over the life of the agreement as an adjustment to interest
expense.

Effective January 2001, the Company adopted SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, as amended (“SFAS No. 133”). SFAS No. 133 requires that all derivatives, whether designated




in hedging relationships or not, be recognized on the balance sheet at fair value. If the derivative is designated as a
fair value hedge, the changes in the fair value of the derivative and the hedged item are recognized in earnings. If the
derivative is designated as a cash flow hedge, changes in the fair value of the derivative are recorded in other
comprehensive income and are recognized in the income statement when the hedged item affects earnings. In
accordance with the provisions of SFAS No. 133, the Company designated its outstanding interest rate swap
agreement as a cash flow hedge. The Company determined that the current agreements are highly effective in
offsetting the fair value changes in a portion of the Company’s debt. These derivatives and the related hedged debt
amounts have been recognized in the consolidated financial statements at their respective fair values.

Recently Issued Accounting Pronouncements
SFAS No. 148, Accounting for Stock-Based Compensation

. On December 31, 2002, the Financial Accounting Standards Board (FASB) issued SFAS No. 148,
Accounting for Stock-Based Compensation ~ Transition and Disclosure (“SFAS No. 148™). SFAS No. 148 amends
SFAS No. 123, to provide alternative methods of transition to SFAS No. 123’s fair value method of accounting for
stock-based employee compensation. SFAS No. 148 alsc amends the disclosure provisions of SFAS No. 123 and
APB Opinion No. 28, [nterim Financial Reporting (“Opinion 28”), to require disclosure in the Company’s summary
of significant accounting policies of the effects of an entity’s accounting policy with respect to stock-based
employee compensation on reported net income and earnings per share in annual and interim financial statements.
SFAS No. 148 does not amend SFAS Ne. 123 to require companies to account for employee stock options using the
fair value method. However, the disclosure provisions of SFAS No. 148 are applicable to all companies with stock-
based employee compensation, regardiess of whether they account for that compensation using the fair value
method under SFAS No. 123 or the intrinsic value method of Opinicn 25. The disciosure provisions are effective
for the Company beginning December 31, 2002,

SFAS No. 148 alsc amends APB Opinion 28 to require disclosure of the information described above in
condensed consclidated interim financial information for any period in which stock-based employee awards are
outstanding and accounting for using the intrinsic value method of APB Opinion 25.

SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities

SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal
activities and nullifies EITF Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring). The principal difference
between SFAS No. 146 and Issue 94-3 relates to SFAS No. 146’°s requirements for recognition of a liability for a
cost associated with an exit or disposal activity. SFAS No. 146 requires that a liability for a cost associated with an
exit or disposal activity be recognized when the liability is incurred. Under Issue 94-3, a liability for an exit cost, as
generally defined in Issue 94-3, was recognized at the date of an entity’s commitment to an exit plan.

Benefit arrangements that require employees to render future service beyond a “minimum retention period”
require that a liability be recognized as employees render service over the future service period, even if the benefit
formula used to calculate an employee’s termination benefit is based on length of service. The provisions of SFAS
No. 146 are effective for exit or disposal activities that are initiated after December 31, 2002, with early application
encouraged. Management does not expect the adoption of this statement to have a material effect on the Company’s
results of operations or financial position.

SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets

In August 2001, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-
Lived Assets (“SFAS No. 144™), which supersedes SFAS No. 121, Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed Of (“SFAS No. 1217), and the accounting and reporting provisions
of APB Opinion No. 30, Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions. SFAS No. 144 removes goodwill from its scope and clarifies
cther implementation issues related to SFAS No. 121. SFAS No. 144 also provides a single framework for
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evaluating long-lived assets to be disposed of by sale. The provisions of this statement were adopted effective
January 1, 2002 and had no material effect on the Company’s results of operations or financial position.

3. ACQUISITIONS AND GOODWILL

2800 Acquisitions

During 2000, the Company acquired two hospitals: Ennis Regional Medical Center, acquired in February
2000, and Bolivar Medical Center, acquired in April 2000.

2001 Acquisitions

During the last six months of 2001, the Company acquired five hospitals: Selma Regional Medical Center,
acquired in July 2001; Ashland Regional Medical Center, acquired in August 2001; Vaughan Regional Medical
Center, acquired in Cctober 2001; Medical Center of Southern Indiana, acquired in Gctober 2001; and Teche
Regional Medical Center, acquired in December 2001.

In the second quarter of 2002, the Company consolidated the operations of Selma Regional Medical Center
and Vaughan Regional Medical Center. The consolidation of the operations of these hospitals resulted in a regional
hospital (Vaughan Regional Medical Center) that provides more intensive services to the large area it serves.

2002 Acquisitions

In May 2002, the Company acquired Memorial Hospital of Martinsville and Henry County in Martinsville,
Virginia, for approximately $129.2 million, including working capital. To finance this acquisition, the Company
borrowed $86.0 million under its revolving credit facility and used approximately $43.2 million of available cash.
The preliminary allocation of the purchase price has been determined based upon currently available information
and is subject to further refinement pending final appraisal. This is the Company’s first Virginia hospital and is the
only hospital in the county, serving a population in excess of 100,000.

In June 2002, the Company acquired Los Alamos Medical Center in Los Alamos, New Mexico, for
approximatety $39.0 million, including working capital. To finance this acquisition, the Company borrowed $37.0
million under its revolving credit facility. The preliminary allocation of the purchase price has been determined
based upon currently available information and is subject to further refinement pending final appraisal. This is the
Company’s first New Mexico hospital and is the only hospital in the community, serving a population of
approximately 50,000.

Other Information

The foregoing acquisitions were accounted for using the purchase method of accounting. The operating
results of the hospitals acquired in 2002, 2001 and 2000 have been included in the accompanying consolidated
statements of income from the respective dates of acquisition.
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The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at
the date of acquisition for the two acquisitions completed in 2002 and the five acquisitions completed in 2001 (in
thousands):

2002 2001
Accounts 1€CEIVADIE ....ovvevviiiieeeseee e $ 12,913 $ 7,652
TOVEIMIOTIES .oeceieis e rrr e s e ernrre s e e e eeraraeeses 2,177 2,547
Prepaid expenses and other ............cccevvveevecreernninnns 119 152
Total current assets acquired.......c.ooveviniines 15,209 10,351
Property, plant and €quipment................ccoorrrrrons 63,457 49,296
Unallocated purchase price ........cooceveevveveennenerenens 466 49,013
GOOAWill....ivveerir et 101,349 -
16 13 1T O 787 354
Total assets acquired ........ccoceveecennnenienerrisonenns 181,268 109,014
Total liabilities assumed..........ccoveveviveverivieinnns 10,111 11,407
Net assets acquired.......ccovvvrvecnieniscnnninesnerennn $ 171,157 $ 97,607

In accordance with its stated policy, management of the Company evaluates all acquisitions independently
to determine the appropriate amortization period for identified intangible assets. Each evaluation includes an
analysis of factors such as historic and projected financial performance, evaluation of the estimated useful lives of
buildings and fixed assets acquired, the indefinite lives of certificates of need and licenses acquired, the competition
within local markets, and lease terms where applicable. Goodwill on acquisitions prior to July 1, 2001 is no longer
amortized, effective January 1, 2002, Goodwill resulting from acquisitions after June 30, 2001 has not been
amortized. Identified intangibles with definite lives are being amortized over their estimated useful lives, which
range from 2-3 years. Goodwill resulting from acquisitions in 2002, 2001 and 2000 is deductible for tax purposes
over a 15-year period.

The following pro forma information reflects the operations of the hospitals acquired in 2002, 2001 and
2000, as if the respective transactions had occurred as of the first day of the fiscal year immediately preceding the
year of the acquisitions (in thousands, except per share data):

2002 2001 2000
Net Operating reVEIMUE .......c.coevrrierrrriererereenrereseeressesnsreneens $747,935 $732,169 $608,424
NEUINCOIMIE ..voiveieiirriiereeteee ittt e st sreeres et seresreesvsennes 38,112 35,454 16,302
Earnings per share:
BaSIC. i ievtiiiee ittt ettt et nen $ 079 $ 075 $ 038
DIIUEA. . 1ecviivi sttt re e e b cnbe b e besarens $ 077 $ 073 $ 037

The pro forma results of operations do not purport to represent what the Company’s results would have
been had such transactions in fact occurred at the beginning of the periods presented or to project the Company’s
results of operations in any future period.

The Company adopted SFAS No. 142, Goodwill and Other Intangible Assets, effective January 1, 2002.
Under SFAS No. 142, goodwill is no longer amortized, but is subject to annual impairment tests, or more frequently
if certain indicators arise. The transitional and annual impairment tests have been completed, and the results of the
tests had no effect on the operations or financial position of the Company. Had the Company been accounting for its
goodwill under SFAS No. 142 for all periods presented, the Company’s pro forma net income and earnings per
share would have been as follows:
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Year Ended Décember 31,

2002 2001 2000

Reported net iNCOME........cc.oovvineirviereereeirereserinenne $ 36,112 $ 32,908 $ 19,938
Add: Goodwill amortization, net of tax.........covee.en. - 4,198 4,347
Pro forma adjusted net income .........o.cocoeververcrvennnnns $ 36,112 $ 37,100 $ 24,285
Basic earnings per share:

Reported net INCOIME .....c.ccvrrernecerercnrrnrniesensarnenes 3 075 % 0.70 3 0.47

Add: Goodwill amortization, net of tax................. - 0.09 0.10

Pro forma adjusted net income...........c.c........ veeee 3 075  § 0.79 3 0.57
Diluted earnings per share:

Reported net iNCOME .......coovcervirecrvncireierercncnrirenenes $ 073 % 0.67 $ 0.45

Add: Goodwill amortization, net of tax................. - 0.09 0.10

Pro forma adjusted net income.........cccovvirvrnnnnne. $ 073 $ 0.76 $ 0.55

At December 31, 2002, and December 31, 2001, goodwill totaled $319.4 million and $180.5 million,
respectively. The $138.9 million increase in goodwill resulted primarily from the allocation of amounts recorded in
unallocated purchase price at December 31, 2001, for the five hospitals acquired in the last six months of 2001, and
the goodwill resulting from the Memorial Hospital of Martinsville and Henry County and Los Alamos Medical

Center acquisitions in 2002.
4. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following (in thousands)

Leasehold improvements ......c.ccovvvecirininie et
Buildings and imMprovements.......ooveeieieireneenieeenree s e seeeenes
EQUIPMENL ......cvoiiiiiiiiiieienirie ettt st

Less accumulated allowances for depreciation and amortization.........

Construction-in-progress (estimated cost to complete at
December 31, 2002 - $28,265) .....ocoveveeirirerenne e nresnneiee e senes

December 31,

2002 2001
$ 28,163 $ 16,430
17,337 8,334
317,675 175,070
167,050 132,762
530,225 332,596
(91,736) (57,768)
438,489 274,828
8,890 31,666
$ 447,379 $ 306,494

Depreciation expense totaled approximately $34,122,000, $23,657,000 and $19,980,000 in 2002, 2001 and
2000, respectively. Assets under capital leases were $71,144,923 and $19,873,000, net of accumulated amortization
of $11,965,000 and $8,130,000 at December 31, 2002 and 2001, respectively. Interest is capitalized in connection
with construction projects at the Company’s facilities. The capitalized interest is recorded as part of the asset to
which it relates and is depreciated over the asset’s estimated useful life. In 2002 and 2001, $942,000 and $1,348,000

of interest cost, respectively, was capitalized.
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5. LONG-TERM OBLIGATIONS

Long-term obligations consist of the following (in thousands):

December 31,
2002 2001

Revolving line of credit $ 94,000 $ --
Convertible subordinated notes 322,500 322,500
Cther debt obligations 1,900 4,367
418,400 326,867
Obligations under capital leases (see Note 10) 44,844 5,850
463,244 332,717

Less current maturities (1,668) (1,879)
$ 461,576 $ 330,838

In October 2001, the Company reduced the size of its credit facility to $250,000,000. At December 31,
2002, the Company had outstanding letters of credit of $4,320,000, $94,000,000 outstanding under its revolving line
of credit and $111,412,000 available.

The loans under the credit facility bear interest, at the Company’s option, at the adjusted base rate or at the
adjusted LIBOR rate. The interest rate ranged from 3.69% to 5.75% during 2002. The Company pays a commitment
fee, which varies from one-half to three-eighths of one percent of the unused portion, depending on the Company’s
compliance with certain financial ratios. The Company may prepay the principal amount outstanding under the
credit facility at any time before the maturity date of May 31, 2005.

The credit facility contains limitations on the Company’s ability to incur additional indebtedness (including
contingent obligations), sell material assets, retire, redeem or otherwise reacquire its capital stock, acquire the capital
stock or assets of another business, and pay dividends. The credit facility also reguires the Company to maintain a
specified net worth and meet or exceed certain coverage, leverage, and indebtedness ratios. Indebtedness under the
credit facility is secured by substantially all assets of the Company.

In November and December 2000, the Company sold $150,000,000 of Convertible Subordinated Notes due
November 20, 2005. Net proceeds of approximately $145,000,000 were used to reduce the ouistanding balance on
the revolving line of credit. The notes bear interest from November 20, 2000 at the rate of 414% per year, payable
semi-annually on May 20 and November 20, beginning on May 20, 2001. The notes are convertible at the option of
the holder at any time on or prior to maturity into shares of the Company’s common stock at a conversion price of
$26.45 per share. The conversion price is subject to adjustinent. The Company may redeem all or a portion of the
notes on or after November 20, 2003, at the then current redemption prices, plus accrued and unpaid interest. Note
holders may require the Company to repurchase all of the holder’s notes at 100% of their principal amount plus
accrued and unpaid interest in some circumstances involving a change of control. The notes are unsecured
obligations and rank junior in right of payment to all of the Company’s existing and future senior indebtedness. The
indenture does not contain any financial covenants. A total of 5,672,160 shares of common stock have been
reserved for issuance upon conversion of the notes.

In Gctober 2001, the Company sold $172,500,000 of Convertible Subordinated Notes due October 10,
2008. Net proceeds of approximately $166,400,000 were used to reduce the outstanding balance on the revolving
line of credit and for acquisitions. The notes bear interest from October 10, 2001 at the rate of 4%4% per year,
payable semi-annually on April 10 and October 10, beginning on April 10, 2002. The notes are convertible at the
option of the holder at any time on or prior to maturity into shares of the Company’s common stock at a conversion
price of $27.70 per share. The conversion price is subject to adjustment. The Company may redeem all or a portion
of the notes on or after October 10, 2004, at the then current redemption prices, plus accrued and unpaid interest.
Note holders may require the Company to repurchase all of the holder’s notes at 100% of their principal amount plus
accrued and unpaid interest in some circumstances involving a change of control. The notes are unsecured and
subordinated to the Company’s existing and future senior indebtedness and senior subordinated indebtedness. The
notes are ranked equal in right of payment to the Company’s 4'2% notes due in 2005, The notes rank junior to the
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Company’s subsidiary liabilities. The indenture does not contain any financial covenants. A total of 6,226,767
shares of common stock have been reserved for issuance upon conversion of the notes.

Interest rate swap agreements are used to manage the Company’s interest rate exposure under the credit
facility. In 1998, the Company entered into an interest rate swap agreement, which effectively converted for a five-
year period $45,000,000 of floating-rate borrowings to fixed-rate borrowings. In January 2001, the Company
terminated $16,500,000 of the $45,000,000 swap agreement, leaving a notional amount of $28,500,000 converted to
fixed-rate borrowings. The Company secured a 5.625% fixed interest rate on the swap agreement, which was
subsequently amended to a 4.45% fixed interest rate during 2002, The outstanding agreement exposes the Company
to credit losses in the event of non-performance by the counterparty. The Company anticipates that the counterparty
will fully satisfy its obligation under the contract.

Aggregate maturities of long-term obligations at December 31, 2002, excluding capital leases, are as
follows (in thousands):

2003 < et s resrsnrens $ 694
2004 ...t s st r e s anen 1,206
2005 et e srn b srnsr e 244,000
2006 ...ttt st s -
2007 oottt r e r e e eresrene --
THET@ATIET ... .vivvir ittt ere et ebe s s eresees o 172,500

$ 418,400

6. STOCKHOLDERS’ EQUITY
Common Stock

In April 2000, the Company completed its public offering of 9,500,634 shares of common stock at an
offering price of $10.62 per share. The net proceeds from the offering of approximately $94,800,000 were used to
reduce debt.

On September 28, 2000, the Company distributed a three-for-two split of its outstanding common stock,
effected in the form of a 50% stock dividend to stockholders of record on September 15, 2000. The stock split
resulted in the issuance of 10.3 million shares of common stock and a transfer between additional paid-in capital and
common stock of $103,000.

On April 30, 2002, the Company effected a three-for-two stock split, in the form of a 50% stock dividend,
to stockholders of record on April 20, 2002. The stock split resulted in the issuance of 15.9 million shares of
common stock and a transfer between additional paid-in capital and common stock of $159,000.

All historical references to common share and earnings per share amounts included in the consolidated
financial statements and notes thereto have been restated to reflect both three-for-two splits.

Preferred Share Purchase Rights

To establish a new shareholders’ rights plan, on December 30, 2002, the Board of Directors declared a
dividend distribution of one Preferred Share Purchase Rights (“Rights”) on each outstanding share of the Company’s
common stock. The dividend distribution was payable to shareholders of record on January 10, 2003. Under certain
circumstances, each Right will entitle shareholders to buy one ten-thousandth of a share of newly created Series A
Junior Participating Preferred Stock of the Company at an exercise price of $75.00. The Rights are redeemable at
$.01 per Right at any time before a person has acquired 15% or more of the outstanding common stock. The Rights
Plan will expire on December 31, 2012.

The Rights have certain anti-takeover effects. The rights will cause substantial dilution to a person or
group that attempts to acquire the Company on terms not determined by the Board of Directors to be in the best
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interest of all shareholders. The Rights should not interfere with any merger or other business combination
approved by the Board of Directors.

Stock Options

In March 1997, the Company’s Board of Directors and shareholders approved the 1997 Long-Term Equity
Incentive Plan (the “Plan”). The Company has reserved 12,620,286 shares for issuance under the Plan. Under the
Plan, options to purchase shares may be granted to officers, employees, and directors. The options have a maximum
term of ten years and generally vest in five equal annual installments. Options are generally granted at not less than
market price on the date of grant.

The following is a summary of option transactions during 2002, 2001 and 2000:

Number of Option
Options Price Range
Balance at December 31, 199G......cccovvivviiinriiee e 2,903,775 $2.03 - $12.47
Options granted .........ccoocorrvererercrenrereseerensencorenennenene 2,497,020 8.95 - 19.95
Options eXerCiSed ......ocovevivviiievriverenrneeneenerenineneens (1,393,908) 203 - 12.47
Options forfeited......oivvivrivrenioreririrerensenceeeeneenenanene (195,420} 203 - 19.95
Balance at December 31, 2000..........ccoceevevvvriveeiirenninenns 3,811,467 203 - 19.95
Options granted ..........oceerverrenenneeeeeceeeneere e 2,710,550 16.05 -  23.00
Options eXerciSed ......c.cooveerereinercicneeneereernnrneerereenns (844,340) 2.03 - 19.95
Options forfeited. ..., (457,799) 203 - 19.95
Balance at December 31, 2001.......ccooveeeviiiveneeieivinencnenens 5,219,878 2.03 - 23.00
Options Granted .........o.cvveeeeerrevereererrererserereeresssesieres 2,492,327 10.80 -  23.50
Options EXETCISEA ....c.evvrrrerieerenerrenreeerireereeererseenesene (1,031,997) 203 - 2350
Options forfeited..........conerrrienrcerinncecirncrnennioes (1,008,489) 203 - 2350
Balance at December 31, 2002........cccocevvveerneennnceennenens 5,671,719 $2.03 - $23.50
- The following table summarizes information concerning outstanding and exercisable options at December
31, 2002:
Options Outstanding ‘ Options Exercisable
Weighted
Average Weighted Weighted
Remaining Average Average
Number Contractual Life Exercise Number Exercise
Range of Exercise Prices Qutstanding {years} Price Exercisable Price
$2.03 — 3707 i 703,670 5.9 $ 672 345,169 § 6.48
8.95 — 10.80..ccccccimiiiriniiinennn. 578,313 8.0 9.66 308,563 8.98
1150 — 1150, 749,142 73 11.50 262,253 11.50
1156 — 1605 86,089 7.5 14.76 30,651 13.94
16,40 — 16.40....ccccinicinricncnne 574,303 8.4 16.40 99,034 16.40
16.67 — 1671, 806,850 8.5 16.69 551,409 16.70
1820 — 18.20....cceviirrnrcrnernnnnn 680,304 9.6 18.20 -- --
18.67 — 21.08..cciiiiiviinnirnenene 715,505 8.9 20.04 344,144 20.67
2300 — 2300 43,466 8.6 23.00 13,492 23.00
2350 = 2350 734,077 9.4 23.50 682,838 23.50
$2.03 -$23.50 5,671,719 8.2 $15.53 2,637,553 $16.21
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At December 31, 2001 and 2000, respectively, 1,751,881 and 928,145 options were exercisable. At
December 31, 2002, the Company had options representing 3,597,486 shares available for future grant.

Pro forma information regarding net income and earnings per share is required by SFAS No. 123,
Accounting for Stock Based Compensation, and has been determined as if the Company had accounted for its
employee stock options under the fair value method of that Statement. The fair value for these options was estimated
at the date of grant using a Black-Scholes option pricing model with the following weighted-average assumptions
for 2002, 2001 and 2000, respectively: risk-free interest rate of 4.11%, 4.89% and 6.45%; dividend yield of 0%;
volatility factor of the expected market price of the Company’s common stock of .594, .603 and .740; anda
weighted-average expected life of the option of 3.9 years for 2002, 4.2 years for 2001 and 5 years for 2000. The
estimated weighted average fair values of shares granted during 2002, 2001 and 2000, using the Black-Scholes
option pricing model, were $9.46, $9.51 and $6.84, respectively.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded
options which have no vesting restrictions and are fully transferable. In addition, option valuation models require the
input of highly subjective assumptions, including the expected stock price volatility. Because changes in the
subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the fair value of its employee stock options.

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over
the options’ vesting period. The Company’s pro forma information is summarized in Note 2.

Employee Stock Purchase Plan

In May 1998 the Company’s Board adopted, and in June 1998 the stockholders approved, the Province
Healthcare Company Employee Stock Purchase Plan (the “ESPP”). Under the ESPP, employees may purchase
shares of common stock at 85% of market price on the first day of the year or 85% of the market price on the last
day of the year, whichever is lower. The shares are purchased each year with funds withheld from employees
through payroll deductions from January 1 through December 31. A total of 1,125,000 shares of Common Stock
have been reserved for issuance under the ESPP. Participation in the ESPP commenced June 1, 1998. Shares issued
under the ESPP totaled 59,022, 284,082 and 48,732 in 2002, 2001 and 2000, respectively.

7. PATIENT SERVICE REVENUE

The Company has agreements with third-party payors that provide for payments to the Company at

amounts different from its established rates. A summary of the payment arrangements with major third-party payors
follows:

o  Medicare--Inpatient acute hospital services rendered to Medicare program beneficiaries are paid at
prospectively determined rates per diagnosis related group (“DRG”). These DRG rates vary according
to a patient classification system that is based on clinical, diagnostic, and other factors. Outpatient
services are generally reimbursed under the outpatient prospective payment system, which pays a fixed
rate for a given bundle of outpatient services. These bundles are known as Ambulatory Payment
Classifications or “APC’s”. Inpatient nonacute services, related to Medicare beneficiaries are paid
based on a cost reimbursement methodology subject to various cost limits. The Company is
reimbursed for cost-based services at a tentative rate, with final settlement determined after submission
of annual cost reports by the Company and audits thereof by the Medicare fiscal intermediary. The
Company’s classification of patients under the Medicare program and the appropriateness of their
admission are subject to an independent review. The majority of the Company’s Medicare cost reports
have been audited by the Medicare fiscal intermediary through December 31, 1998.

e  Medicaid--Inpatient services rendered to the recipients under the Medi-Cal program (California’s
medicaid program) are reimbursed either under contracted rates or reimbursed for cost reimbursable
items at a tentative rate with final settlement determined afier submission of annual cost reports by the
Company and audits thereof by Medi-Cal. The Company leases two hospitals in California, and its
Medi-Cal cost reports have been audited by the Medi-Cal fiscal intermediary through December 31,




1998. The Medicaid programs of the other states in which the Company owns or leases hospitals are
prospective payment systems which generally do not have retroactive cost report setilement
procedures.

o  Other--The Company also has entered into payment agreements with certain commercial insurance
carriers, health maintenance crganizations and preferred provider organizations. The basis for payment
to the Company under these agreements includes prospectively determined rates per discharge,
discounts from established charges, and prospectively determined daily rates.

Approximately 56.5%, 50.7% and 48.2% of net patient revenue for the years ended December 31, 2002,
2001 and 2000, respectively, are derived from Medicare and state-sponsored Medicaid programs.

In 2002, 2001 and 2000, the Company owned or leased three hospitals in Texas, which accounted for
16.4%, 23.9% and 21.4% of net operating revenues, respectively. In 2002, 2001 and 2000, the Company owned one
hospital in Arizona, which accounted for 11.4%, 15.0% and 15.4% of net operating revenues, respectively.

Final determination of amounts earned under the Medicare and Medicaid programs ofien occur in
subsequent years because of audits by the programs, rights of appeal and the application of numerous technical
provisions. Differences between original estimates and subsequent revisions (including final setilements) are
included in the consolidated statements of income in the peried in which the revisions are made, and resulted in an
increase in net patient service revenue of $43,000 in 2002, an increase in net patient service revenue of $628,000 in
2001, and a decrease in net patient service revenue of $722,000 in 2000.

8. INCOME TAXES

The provision for income taxes consists of the following amounts (in thousands):

2002 2001 2009
Current:
Federal. ... ccuiieeieccri e st re st e e et n e be e $ 13,281 $ 15,167 $ 17,995
Sl ALE .1 evveererrererersreenrerre e re s sessresnesresecra e rerstesraesranssenseasbestsesrararers 1,442 1,647 2,058
14,723 16,814 20,053
Deferred:
Federal......cooviieeiie e et sar e st 8,436 6,329 (4,968)
SHALE ..o eveiee e teicresttietesresereerb e becttesnne s tr e beerbesebesreeaseebeeatesabe et e enbenes 916 687 (348)
9,352 7,016 (5,316)

$ 24,075 3 23,830 $ 14,737

The differences between the Company’s effective income tax rate of 40%, 42%, and 42.5% for 2002, 2001
and 2000, respectively, and the statutory federal income tax rate of 35.0% are as follows (in thousands):

2002 2001 2000
Statutory federal rate.........c.cocoovvcirnenincicnninnien e $21,065 35.0%  $19,858 35.0%  $12,136 35.0%
State income taxes, net of federal income tax benefit..... 1,533 2.5% 1,517 2.7% 1,112 3.2%
Permanent differences ......ccceeeevveevveiiee e 243 0.4% 508 0.9% 576 1.7%
ONET ..ottt s e e ebe s sbens s 1,234 2.1% 1,947 31.4% 913 2.6%

$24,075 40.0%  $23,830 42.0%  $14,737 42.5%
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The components of the Company’s deferred tax assets and (liabilities) are as follows (in thousands):

December 31,
2002 2001

Depreciation and amortiZation.........ccceecvvrriiesererieeseeenenenenereereseneseesens $(18,608) $(9,409)
Accounts receivVable. ... ..ot e (114) (1,350)
ACCTUALS AN TESEIVES .vveees ettt seeeeeenre e esr st s sesbe s srneessareesonnne 3,107 1,870
INSUTANCE TESETVES...ccovvreerrerreenrerniesrreraresseensssseoserssesssasssssesmnannsersasssesseseas 105 143
Third party SEHIETIENES .....cveiveeiiiie et seee s esssssesesesessesesreesesesenees 1,311 2,090
OPErating lEaSES......cccvvuirerrireieeeensreserres st ae st e et ear e seaeseneetenne (1,893) (1,570)
Capital 1ease INTBTEST. ..ottt 665 643
OBET ..o seseee e ese e eness sttt s s eees (1,312) 143

Net deferred tax 11ability .....cocooveeevenrcrernrieneie e cernsrseserareseseee $(16,739) $(7,440)

In the accompanying consolidated balance sheets, net current deferred tax assets of $3,052,000 and
$2,032,000 and net noncurrent deferred tax liabilities of $19,791,000 and $9,472,000 at December 31, 2002 and
2001, respectively, are included in prepaid expenses and other, and other liabilities, respectively.

The Company recorded a deferred tax asset of $53,000 related to interest rate swap agreements during
2002. The benefit of the deferred taxes is recorded in Comprehensive Income.

The Internal Revenue Service has selected tax years 1998 through 2000 for examination. Finalization of

the examination is not expected to have a significant impact on the financial condition or results of operation of the
Company.

9. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share (in thousands, except
per share data):

2002 2001 2600
Numerator for basic and diluted income per share:
INELITICOME ..o.vvveceveeeeeeeeert et evas e s ebnesesresbesessensesees $ 36,112 $ 32,908 $ 19,938
Denominator;
Denominator for basic income per share
--weighted-average shares .........c.coovvernvniiinrronennns 48,146 47,091 42,987
Effect of dilutive securities:
Employee stock options........cccceverennineernrencereneneen. 1,307 1,795 1,704
Denominator for diluted income per share
--adjusted weighted-average shares.......covreriiionene, 49,453 48,886 44 691
Basic net income per share ............ccceveeecnrneervennrernrrinns $ 075 3 0.70 $ 0.47
Diluted net income per share ...........coceervrereevermrnersriescenrns § 073 3 0.67 3 0.45

The effect of the convertible notes to purchase 5,672,160 and 6,226,767 shares of common stock, and

related interest expense, were not included in the computation of diluted earnings per share because their effect
would have been anti-dilutive.

10. LEASES

The Company leases various buildings, office space and equipment. The leases expire at various times and
have various renewal options. These leases are classified as either capital leases or operating leases based on the
terms of the respective agreements.




Future minimum payments at December 31, 2002, by year and in the aggregate, under capital leases and
noncancellable operating leases with terms of one year or more consist of the following (in thousands):

Capital Operating
Leases Leases
2003 e e et et e b ba sttt e saenE e r e sanResaternnen $ 1,315 $ 6,690
ZOOD4 ..ottt ettt e et s e e b e s R e Re e s e ne s et er e e ennenenens 964 5,585
2005 e e e et e e st R s e et e e e R e et henane e et rens 40,778 4,092
2006 ..ttt et etk s e bR st be s h e s r R e et ere st e e e nenn 466 3,317
2007 vttt e bttt sttt et b e r et et e e st b e sree et sane s 531 3,027
TRETEAIIET ... vt ettt e r e e b 2,518 10,863
Total MiniMuIm 1€as€ PAYIMENLS ...ocovvvivvierirnriniresisees s e 46,572 $§ 33,574
Amount representing iNtETESt..........ovvuerecirreerrerernerreaserreressssrcscrisirssoserssoserones (1,728)
Present value of net minimum lease payments (including $974 classified as
CUITETIEY ¢t reeeeeren e sesreres et st sseer e st es e e sana e e s e m et se s b s e st sr s b e R e b e R e e p e se b $ 44,844

11. COMMITMENTS AND CONTINGENCIES
Commitments

The Company is obligated under the asset purchase agreement for Teche Regional Medical Center to spend
approximately $8,000,000 for capital improvements during the first 18 months of operations. At December 31,
2002, approximately $4,300,000 remains to be spent under this commitment. In addition, the Company is obligated
to construct twe new facilities at its Eunice, Louisiana and Belle Glade, Florida locations contingent upon both
existing facilities meeting specified operating targets. The Bunice and Belle Glade replacement facilities are
currently estimated to cost approximately $20,000,000 and $25,000,000, respectively.

General Liability Claims

The Company is subject to claims and suits arising in the ordinary course of business, including claims for
damages for personal injuries, employment-related claims, breach of management contracts and for wrongful
restriction of, or interference with, physicians’ staff privileges. In certain of these actions, plaintiffs may seek
punitive or other damages against the Company, which are generally not covered by insurance. In management’s
opinion, the Company is currently not a party to any proceeding that would have a material adverse effect on the
Company’s results of operations or financial condition.

Acquisitiens

The Company has acquired and will continue to acquire, hospitals with prior operating histories. The
hospitals that the Company acquires may have unknown or contingent liabilities, including liabilities for failure to
comply with healthcare laws and regulations. Although the Company obtains contractual indemnification from
sellers covering these matters, such indemnification may be insufficient to cover material claims or liabilities for
past activities of acquired hospitals.

Physician Commitments

In order to recruit and retain physicians to the communities it serves, the Company has committed to
provide certain financial assistance in the form of recruiting agreements with various physicians. In consideration
for a physician relocating to one of its communities and agreeing to engage in private practice for a specified period
of time, the Company may loan certain amounts of money to a physician, generally not to exceed a period of one
year, to assist in establishing his or her practice. The actual amount of such commitments to be advanced to
physicians is generally based on the physicians net income during the guarantee period. Amounts advanced under
the recruiting agreements are generally forgiven pro rata over a period of 36 months contingent upon the physician
continuing to practice in the respective community.
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12. RETIREMENT PLANS

The Company sponsors defined contribution employee benefit plans which cover substantially all
employees. Employees may contribute a percentage of eligible compensation subject to Internal Revenue Service
limits. The plans call for the Company to make matching contributions, based on either a percentage of employee
contributions or a discretionary amount as determined by the Company. Contributions by the Company to the plans
totaled $3,004,000, $2,255,000 and $2,442 000 for the years ended December 31, 2002, 2001 and 2000,
respectively.

The Company sponsors a nonqualified supplemental deferred compensation plan for selected management
employees. As determined by the Board of Directors, the plan provides a benefit of 1% to 3% of the employee’s
compensation. The participant’s amount is fully vested, except in those instances where the participant’s
employment terminates for any reason other than retirement, death or disability, in which case the participant
forfeits a portion of the employer’s contribution depending on length of service. Plan expenses totaled $227,000,
$381,000 and $175,000 for the years ended December 31, 2002, 2001 and 2000, respectively.

13. FAIR VALUES OF FINANCIAL INSTRUMENTS

Cash and Cash Equivalents--The carrying amount reported in the balance sheets for cash and cash
equivalents approximates fair value.

Accounts Receivable and Accounts Payable--The carrying amount reported in the balance sheets for
accounts receivable and accounts payable approximates fair value.

Long-Term Obligations--The carrying amount reported in the balance sheets for long-term obligations
approximates fair value. The fair value of the Company’s long-term obligations is estimated using discounted cash
flow analyses, based on the Company’s cuirent incremental borrowing rates for similar types of borrowing
arrangements.

Interest Rate Swap Agreement --The fair value of the Company’s interest rate swap agreement is
$1,550,000 at December 31, 2002, based on quoted market prices for similar debt issues.

14. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Quarterly financial information for the years ended December 31, 2002 and 2001 is summarized below (in
thousands, except per share data):

Quarter
First Second Third Fourth

2002

Net Operating reVenUe .. ....c..cvvreeeerrerinerieicriseseeersrnes $165,601 $174,000 $183,962  $180,784
Income before INCOME 1AXES .ovvveveerecvinrersivrnrreenieeeicnns 19,486 18,251 15,710 6,740
NELINCOME . 1evivvveireriericireerreecirereesrreerereasssaessresrnesnseses 11,692 10,951 9,426 4,044
Basic net income per share ..........ccceveeevivnicinnicnnninns 0.25 0.23 0.19 0.08
Diluted net income per share .........ccccccvvmverevcrnernnee, 0.23 0.22 0.19 0.08
2001

Net Operating reVenUE.........o.ooveveerevreereerernnmneserenens $122,436 $123,528 $131,770  $153,004
Income before iNCOME taXES .ovvvvrviieriinrinrirreeniirrirneerennes 14,669 13,331 11,888 16,850
NEtINCOMIE ... vveiieerieieeree s steee e e eaetbesesimrreeerenraesssreesaneas 8,508 7,732 6,895 9,773
Basic net income per share ..........cccccveevcninnennniniin, 0.18 0.17 0.15 0.21
Diluted net income per share ..........cccocovninicniinninen 0.17 0.16 0.14 0.20
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PROVINCE HEALTHCARE COMPANY AND SUBSIDIARIES

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

(In thousands)
Col. A Col. B Col. C Col. D Col. E
Additions
4)]
Charged to
Balance at Charged to Other (2) Balance at
Beginning of Costs and Accounts- Deductions- End of
Description Period Expenses Describe Describe Period
For the year ended December 31, 2000
Allowance for doubtful accounts $ 16,494 $ 43,604 $ 4,693 $(56,470) % 8,321
For the year ended December 31, 2001
Allowance for doubtful accounts $ 8,321 $ 49,283 $ 11,899 $(19,825) § 49,678
For the year ended December 31, 2002
Allowance for doubtful accounts $ 49,678 $ 56,765 $ 10,729 $(49,014) § 68,158
N Allowances as a result of acquisitions, and working capital settlement for a prior year acquisition.

(2) Uncollectible accounts written off, net of recoveries.
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